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Y SUBJECT this evening is the rise of personal 

government in the United States. I shall attempt to 

define the magnitude of this phenomenon, to diag- 
nose its causes, and to indicate the remedies. But by way of 
introduction I wish to make it clear that I am not concerned 
with the character or with the purpose of the individual who 
happens to be the personal embodiment of this radically new 
form of government in America. I have known him for 
twenty years and I do not impute to him any sinister am- 
bition whatsoever. His partisans in this audience may not 
believe that now, but before I have finished, I hope to persuade 
even them that I say this in all sincerity. For I believe it can 
be shown that the phenomenon we are witnessing has its 
roots in conditions that preceded by a long time the election 
of Mr. Roosevelt, and that democratic government had be- 
come too devitalized by its own failings to deal with the 
great social crisis of 1929-35. My thesis is that while Mr. 
Roosevelt had to assume extraordinary personal powers to 
deal with that emergency, there is the grave possibility that 
he is now engaged in perpetuating these extraordinary per- 
sonal powers and in habituating the American people to the 
practice of personal government. I do not believe, and I do 
not in any way mean to insinuate that Mr. Roosevelt seeks to 
perpetuate his own personal power beyond the four-year 
term to which he is elected. But I do believe that, if in 
these four years the habits of constitutionalism are destroyed, 
it may be very difficult to revive them. 

In order to make clear the magnitude of the change 
we are witnessing, I shall recall to your minds the powers 
which the President has asked for in the last four years. 
Though he has not yet obtained all these powers, he has 
asked for all of them. I should like you to consider them, 
not separately, but as a whole. So far as I know he regards 
them all as the necessary and desirable powers of the Presi- 
dent of the United States. They are a measure, therefore, 
of the scope and of the degree to which the President him- 
self, the dominant party, and a very large part of the popula- 
tion, now approve the conception of personal government as 
an alternative to the traditional checks and balances of con- 
stitutional federalism. 


It should be noted that though most of these powers 
were asked and were granted originally for a limited period of 
one or two years on the ground of emergency, they are now 
treated as permanent elements of the personal political pro- 
gram of the President. All the powers I shall name are 
additional powers over and above those which by law and 
usage had previously belonged to the President. 

He has asked Congress to delegate to him the power to 
frame laws, enforceable by penal and civil penalties, govern- 
ing wages, hours, prices, the control of production, the use 
of new inventions, the legal right to do business, and the 
commercial practice of all industries, trades and services in 
the United States. This power was granted by Congress for 
a period of from one to two years. The power to license was, 
I think, voluntarily renounced at the end of one year. But 
all the other powers, in substance, the power to bring all 
industry under Federal laws enacted by the President, have 
never been renounced. 

I am not talking, mind you, about whether the ob- 
jectives of N. R. A. were good or bad. I am talking about 
the fact that the National Industrial Recovery act called for 
a delegation of personal power by which the President, or 
his agents, could enact Federal laws affecting manufacturing, 
trade, the service industries, and to some degree even the 
arts and professions. Taken in conjunction with the powers 
granted in the Agricultural Adjustment act as they affected 
the processors of farm products, it may be said that the 
power to legislate for the whole economic organization of 
the United States was from 1933 to 1935 vested in the 
President of the United States. This power has been struck 
down by the Supreme Court. But the President has never 
deleted the demand for this power from his personal political 
program. 

He has asked and obtained from Congress the delegation 
of its constitutional power to regulate the value of money, 
and that power is today exercised not by an independent 
monetary authority, but by his personal appointees. Now I 
have no doubt that Congress is unable to exercise directly 
its constitutional power to regulate the value of money, that 
a popular assembly is incapable of determining the correct 
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It ts interesting to turn back the pages of the years and read the record of a business. For, time 


has a way of testing purposes and policies. Good years and lean reveal the character of men and 


organizations. The fundamental policy of the Bell System ts not of recent birth—it has been the 


corner-stone of the institution for many years. On October 20, 1927, it was reaffirmed in these words by 


Walter S. Gifford, President, American Telephone and Telegraph Company. 


“The business of the American Tele- 
phone and Telegraph Company and its 
Associated Bell Telephone Companies 
is to furnish telephone service to the 
nation. This business from its very na- 
ture is carried on without competition 
in the usual sense. 

“These facts have a most important 
bearing on the policy that must be fol- 
lowed by the management if it lives up 
to its responsibilities. 

“The fact that the ownership is so 
widespread and diffused imposes an 
unusual obligation on the management 
to see to it that the savings of these 
hundreds of thousands of people are 
secure and remain so. 


“The fact that the responsibility for 
such a large part of the entire telephone 
service of the country rests solely upon 
this Company and its Associated Com- 
panies also imposes on the management 
an unusual obligation to the public to 
see to it that the service shall at all 
times be adequate, dependable and sat- 
isfactory to the user. 


“Obviously, the only sound policy 
that will meet these obligations is to 
continue to furnish the best possible 
telephone service at the lowest cost con- 
sistent with financial safety. This policy 
is bound to succeed in the long run and 
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BELL 
TELEPHONE 
SYSTEM 


there is no justification for acting other- 
wise than for the long run. 


“Earnings must be sufficient to assure 
the best possible telephone service at all 
times and to assure the continued finan- 
cial integrity of the business. Earnings 
that are less than adequate must result 
in telephone service that is something 
less than the best possible. 


“Earnings in excess of these require- 
ments must either be spent for the en- 
largement and improvement of the 
service furnished or the rates charged 
for the service must be reduced. This 
is fundamental in the policy of the 
management. 


“The margin of safety in earnings is 
only a small percertage of the rate 
charged for service, but that we may 
carry out our ideals and aims it is essen- 
tial that this margin be kept adequate. 
Cutting it too close can only result in 
the long run in deterioration of service 
while the temporary financial benefit to 
the telephone user would be negligible. 

“With your sympathetic understand- 
ing we shall continue to go forward, 
providing a telephone service for the 
nation more and more free from imper- 
fections, errors or delays, and always at 
a cost as low as is consistent with finan- 
cial safety.” 
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price of gold or the proper volume of credit, or the desirable 
rate of interest, and that this power has to be delegated. 
All I am concerned with here is to point out that this 
crucial power over the incomes of every person has been 
delegated, not to an independent authority such as the Federal 
Reserve Board was designed to be, but to the Treasury and 
the Federal Reserve Board, as in effect, agents of the President. 

He has asked and obtained the blanket power to dis- 
tribute funds through what is in effect a special Presidential 
budget equal to the total budget of the government when 
he was inaugurated, and under legal powers which are vir- 
tually undefined, and when defined have in important respects 
been circumvented or ignored. By his own personal discretion 
the President allocates to states, municipalities, government 
bureaus and to individuals several billions of dollars. He has 
used it to dig canals and to produce plays and to publish 
books and to finance political propaganda and even to 
strengthen the Army and the Navy. Some of these projects 
have been excellent. I am glad the Army and Navy have 
been strengthened in these troubled times. But I am concerned 
to point out that the historic rule that the representative 
assembly shall control the expenditure of public money, has 
been suspended in respect to about half the Federal budget. 

He has asked, though he has not yet been granted, the 
authority to reorganize and to redistribute the powers of 
the executive branch of the government. Considered on its 
merits, as a proposal made under the normal condition of 
effective checks and balances in the government, this seems 
to me in principle desirable. But in view of all the other 
powers which Mr. Roosevelt seeks to vest in the Presidency, 
it has a cumulative significance which cannot be ignored. It 
substitutes for the statutory organization of the executive 
branch of the government the personal organization of the 
President. 

He has asked, though he has not yet been granted, the 
authority to bring the quasi-judicial independent commissions 
within the administrative orbit of his own personally ap- 
pointed Cabinet officers. While the intention to control the 
judicial functions of these commissions is denied, it is ad- 
mitted that their administrative and executive functions are 
to be brought under the direction of the President. 

He has asked, but has been denied by the Supreme 
Court, the power to dismiss members of these independent 
commissions whose views do not run with his own. 

Thus he has asked Congress to delegate to him the 
legislative power over economic affairs, the legislative power 
of appropriation in respect to half the budget, the legislative 
power to define the statutory functions of the executive 
branch of the government, the administrative control of the 
independent quasi-judicial commissions, and he has asked the 
Supreme Court, in the Humphrey case, to consent to his 
control over the personnel and over the opinions of the in- 
dependent commissions. 

In so far as Congress has consented to this colossal 
delegation of personal power, it was moved originally by a 
patriotic conviction that extraordinary measures were neces- 
sary to deal with an emergency and its scruples were satisfied 
by the assurance that these powers were for a limited period 
of time and for use in the emergency. 

But since the summer of 1935, when the emergency had 
clearly been overcome, a new situation has arisen. By creating 


the most powerful political machine that has ever existed 
in the history of this country, the immense powers granted 
to the President for the emergency have been employed to 
perpetuate those powers. That machine is equipped with funds, 
with patronage, with the power to give and to withhold 
privileges in every community, down to the smallest hamlet 
in the land. In practically every state in the union it ex- 
ercises the power of political life and death over governors, 
mayors, county officials, Senators and Representatives, and it 
controls by means of direct subsidies or favor of one kind and 
another large compact organized minorities in almost every 
constituency. 

The Mayor of the City of New York, for example, is 
dependent directly upon Washington for the success of his 
own political career: without the grants, loans, and doles 
which come from Washington, he would be compelled either 
to practice a most unpopular economy or to impose most 
unpopular taxes. The same is true of the Governor of the 
State of New York, and I have no doubt it is true of most 
governors and most mayors. The net effect is that the local 
political organizations throughout the country have become 
subordinate branches of the President’s personal political 
organization, and it is an exceptionally bold politician indeed 
who can stand out against it. 

Thus the extraordinary powers delegated by Congress to 
the President have been used and are being used to pack the 
Congress with men who would not dare, and in fact would 
not wish, to restore the normal balance of power between 
Congress and the President. To such a degree are we now 
living under a personally packed Congress that the chairman 
of the Judiciary Committee of the Senate has publicly an- 
nounced, as if it were very funny, that he has no convictions 
on any public question, and that he changes his deepest con- 
victions when he is ordered to change them. To such a point 
has the personal domination of Congress been carried that 
the President actually attached to his message on the judiciary 
the text of the bill he requires Congress to pass. 

That bill was introduced by a Congressman who never 
read it, and it now bears his name, and Senators who have 
dared to call their souls their own by opposing the bill have 
seen their own states invaded by the manager of the Presi- 
dential machine, and have had notice served on their local 
supporters, that the bill is a party measure and that opposition 
is disloyalty to the party. 

Yet this party measure, which a Democrat can oppose 
only at the risk of his political life, is a direct violation of the 
platform adopted by the Democratic party last June. This 
party measure was decided on by the President personally 
after an election in which his spokesmen expressly denied 
that he intended to make such a proposal. It was adopted 
as a party measure without consulting the Cabinet or the 
party leaders in Congress, and though it would unquestion- 
ably be defeated if the Senators were free to vote their con- 
victions, the attempt is being made to drive it through by the 
overwhelming pressure of the Presidential machine. Thus 
the personal decision of one man has become superior to the 
pledges adopted by the representative assembly of his own 
party, and Senators who remain true to the pledges of their 
own party are treated as rebels who are to be punished. 

The avowed objective of this measure is the domination 
of the only remaining independent branch of the government. 
The judiciary bill is not a proposal to amend the Constitu- 
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tion. It is not a proposal to restrict or to regulate the power 
of judicial review. It is not a proposal to provide for the 
regular retirement of justices and the regular infusion of 
younger judges. It is a proposal to vest in this President 
the power to make six personal appointments. Under this 
bill if Mr. Roosevelt appointed six men no older than Mr. 
Justice Story, who ascended the bench at the age of thirty- 
two, the majority of the court would represent the personal 
philosophy of one man for nearly forty years. 

And what is the personal philosophy of that one man? 
What is to be the constitutional philosophy of the six new 
judges? It is to be, as we learned in Mr. Roosevelt’s fireside 
chat, that the general welfare clause of the Constitution 
should give the Federal government authority to do what- 
ever it deems desirable for the general welfare. Thus we are 
confronted with a proposal to make a new Supreme Court 
which will be dominated by judges who believe that the 
Federal government has power to do anything which Con- 
gress considers conducive to the general welfare. This is no 
proposal to liberalize the court. For no liberal justice has 
ever believed that the general welfare clause means what Mr. 
Roosevelt says it means, that it is a blanket grant of power. 
This is a proposal to suspend the very essence of constitu- 
tional government. For any one can read anything he likes 
into the phrase “general welfare,” and so in place of a 
Federal government of limited powers, we are asked to 
consent to a government in which the ruling majority of 
Congress, as directed by the President, is sovereign without 
limitations in American affairs. 

I ask you to consider this program as a whole and to 
ask yourselves soberly and searchingly whether it must not 
be described as the decline of democracy and the rise of per- 
sonal government. I know that the President and his partisans 
say that they have a mandate from the people, that they car- 
ried forty-six states and polled 27 million votes. But I say 
that they have no mandate from the people for this program, 
that they never disclosed it to the people, that they were 
careful not to submit it to the people, and that this can be 
proved by the record. They were asked during the campaign 
whether they intended to revive the N. R. A. When the 
President’s son was reported as saying that they intended 
to do this, the reports were denied. They were asked whether 
they intended to seize control of the Supreme Court. The 
chairman of the Senate Judiciary Committee indignantly 
denied it. When they went before the people from June to 
November they gave the voters to understand that the emer- 
gency was virtually passed, and that the reforms of the second 
Administration would be carried out under the normal checks 
and balances of the American political system. It is only 
since the election that we have learned that the whole 
collection of emergency powers are to be revived and per- 
petuated by overthrowing the resistance of the Supreme 
Court. And we are told that this epoch-making change in the 
basic character of the government is to be carried out by a 
margin of eight or ten votes obtained from Senators who do 
not dare to vote as they believe. That, ladies and gentlemen, 
is not American democracy as we have known it. It is a 
bloodless, deviously legalized coup d’état. 

The implications of this change are as yet understood 
only by a minority of the American people, and I have no 
doubt that the President’s supporters are right when they tell 
us that a sizeable majority of the voters are quite content 
with it. That does not seem to me a sufficient excuse. I do 


not think that the popularity of the man is a good enough 
reason for changing the fundamental character of a govern- 
ment. For I hold it to be the duty of public men to guard 
the institutions of their country, and not to induce the people 
to consent, unwittingly and without full consideration, to 
deep and fundamental changes in their national life. 

To vest virtually unlimited powers, hitherto reserved to 
the states, in the Federal governinent, to delegate those 
powers to the President and to nullify judicial review is, in 
fact, a radical change in the inner substance of the American 
government. While this change may be popular for a time, 
the day is bound to come when the people will need the 
protection of their institutions, onlv to find to their dismay 
that those institutions no longer exist. 

Suppose it were true that Mr. Roosevelt is capable of 
exercising the personal supremacy which his program calls 
for. What of it? Do we have any assurance that all his suc- 
cessors will be as benevolent as he is? If such power is to be 
concentrated in the President—the power of the states, the 
legislative power of Congress, the power of the purse, and 
the judicial power, is there any doubt that to possess such 
transcendent power must become the fierce and intransigent 
and dominating ambition of our whole political existence? 
For such great power as that, men, factions, parties, regions 
and classes will fight to the bitter end. This is the road to 
hell, and while there is no doubt that it is paved from one 
end to the other with good intentions, Americans have always 
had the political wisdom jealously to refuse to concentrate 
supreme power in any man or in any branch of government. 

I said at the outset that I do not regard this swift and 
far-reaching development of personal government as some- 
thing deliberately conceived by sinister ambition. Though I 
think it is shocking that the Administration does not see the 
dangers and change its course, I am entirely convinced that 
the moving cause is not personal ambition and that there is 
no taint of conspiracy in it. I ascribe the development to 
a sincere progressivism in men who have lost their constitu- 
tional bearings during a great social crisis, and have now 
become so enchanted with the end that they no longer con- 
sider the means. 

The question we must ask ourselves is why the American 
political system proved to be so inadequate in the crisis that 
sincere and loyal men feel that they have to consent to this 
profoundly un-American kind of personal government. The 
answer to that, I think, is that all the organs of American 
government had become seriously devitalized and impaired 
before the crisis broke, and that is why we have fallen into 
personal government. 

We may begin with the Executive. Over a generation, 
but particularly since the war, the function of the Executive 
has been greatly enlarged and greatly complicated. These new 
functions called for a trained and unpolitical Civil Service 
under a policy-making cabinet. But though we enlarged the 
function of government, we failed to develop the necessary 
Civil Service. The result of that has been that the depart- 
ment heads who make up the Cabinet have been so preoccu- 
pied with administration that they are unable to art collec- 
tively as makers of policy. The effect has been to concentrate 


in the President the whole burden of deciding policy. And 


since policy is inseparable from administration, the President 
has become personally responsible for the whole vast executive 
function. He does not really have colleagues. He has only 
subordinates, and the lines of authority all run loosely but 
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directly to him personally. This is more personal power than 
any man can exercise. But the worst effect of it is to persuade 
the people, the politicians, and the President himself, that 
they must look to him for personal decisions on all important 
matters. 

President Wilson, who was a deep student of govern- 
ment, did manage to delegate and fix responsibility outside 
himself. But President Hoover never understood that the 
executive power cannot be exercised by one man, and Presi- 
dent Roosevelt has not understood it either. Mr. Hoover 
delegated almost nothing of importance, and he was over- 
whelmed by his responsibilities. Mr. Roosevelt does delegate. 
But rarely does he delegate to responsible officials. The policy- 
making function is exercised by informal advisers who are 
accountable only to the President personally. So far has this 
been carried that the only members of the Cabinet who can 
be said to exercise real responsibility are the Secretary of 
State and the Secretary of Agriculture. The policy of eco- 
nomic appeasement through the lowering of tariff barriers 
is Secretary Hull’s policy, and Secretary Wallace is, I believe, 
in fact, the prime mover in agricultural policy. But for the 
rest the President does not have any recognized responsible 
advisers on high questions of public policy. His advisers are 
those whom he personally chooses to consult, those who hap- 
pen from time to time to enjoy his personal sympathy. Thus 
no one thinks of the Secretary of the Treasury as the respon- 
sible adviser in fiscal policy, or of the Secretary of Commerce 
as the responsible adviser on policy toward business, or of 
the Attorney-General on matters of law. Above all, no one 
thinks of the Cabinet as having any collective responsibility. 
The advisers of the President are not the Cabinet, they 
are not even the responsible heads of the departments. They 
are individuals, who have no responsibility except to the Pres- 
ident personally. 

Both because this system aggrandizes the individual who 
happens to be President, because it isolates him on an impos- 
sible eminence, and because it is so disorderly that only 
abitrary decisions can untangle it, this method of governing 
prepares the rise of personal government. The remedy is the 
creation of a Civil Service presided over by a responsible cabi- 
net which is the collective adviser of the President. ‘The 
Executive is one of the coordinate branches of the govern- 
ment. But owing to the fact that the Civil Service is unde- 
veloped and that the Cabinet has withered away, the executive 
power has become concentrated in the White House, and it 
is now regarded as the personal enterprise of the man who 
happens to be President. 

The vitality of Congress has also been profoundly im- 
paired, chiefly, 1 believe, because Congress has been intellectu- 
ally corrupted by a false conception of the function of a 
representative assembly. This false conception goes back to 
the beginning. Congress has thought of itself as the initiator 
of laws, particularly of laws appropriating money and bestow- 
ing privileges, such as tariff rates and public works. But that 
is not the true function of a representative assembly. Its func- 
tion, particularly in regard to money—and most legislation 
involves money—is to control expenditure, to grant, or to 
refuse to grant, the funds and the powers which the Executive 
asks. That principle was established more than two hundred 


years ago in the English parliament. We have just begun to 


adopt it under the name of an executive budget. 
An executive budget means that Congress can refuse or 
reduce the appropriations the Executive asks for, but that it 





cannot increase them, and that it cannot initiate new expendi- 
tures without imposing new taxes to cover them. Only under 
this system can an elected representative cease to be a broker 
between his constituents who want favors and those who have 
the power to dispense favors. 

Until recent years the power to dispense favors has 
resided in Congress itself, and the standing of a representa- 
tive with the politicians at home, and with organized self- 
seeking minorities, has depended upon his ability to wangle 
and logroll material favors out of Congress itself. This task 
occupied so much of his energy that little was left for states- 
manlike deliberation on public questions. It called for so 
many compromises of his convictions that he had ceased to 
be free to deliberate. The result was that statesmen could 
rarely hope to be nominated, and (if they devoted themselves 
to public matters) could rarely hope to be re-elected. By the 
law of the survival of the fittest, those who survived were 
those who served the pressure groups rather than the public 
interest. 

In the crisis of 1932-’33 the demoralization of Congress 
by pressure groups had reached a point where their discordant 
clamor had made Congress incapable of acting decisively in 
the national interest. Representative government was para- 
lyzed and impotent, and since the emergency had to be dealt 
with, it became necessary to suspend the deliberative functions 
of Congress and to place Congress under the strict discipline 
of the President. 

This had to be done because the preoccupation of indi- 
vidual Congressmen with patronage and privilege and sub- 
sidies had overwhelmed their function as members of repre- 
sentative assembly. In the midst of a crisis they had become 
incapable of acting as a coordinate branch of the government, 
and under the spur of grim necessity they had to be made 
subordinate in order that they would cease to obstruct. 


The restoration of the vitality of Congress can come 
only through a purge which will remove patronage and pork 
from Congressional control. That means a real Civil Service 
and a true executive budget. When Congressmen can no 
longer obtain patronage and pork, the kind of Congressman 
who is an expert in obtaining patronage and pork, but is 
otherwise uninterested in public questions, will no longer be 
the politician who survives most successfully. 


Finally, we must recognize that in the past fifty years 
the vitality of the states, as organs of a Federal system, has 
been deeply impaired. Their authority to regulate business 
and to provide social services has been so severely restricted 
by a line of decisions of the Supreme Court, that at last only 
the Federal government has seemed capable of exercising the 
police power. These decisions, generally under the due process 
clause of the Fourteenth Amendment, were inspired, I sup- 
pose, by a nationalist sentiment following the Civil War that 
the progress of the national economy must not be interefered 
with by local sovereignties. Since the Civil War the reaction 
against states’ rights was extreme among the Repubican 
judges, among the judges whose convictions had been formed 
in the struggle against slavery and disunion. 


The balance of powers in a Federal system is always a 
delicate one. In the reaction which followed the Civil War 
that balance was dangerously upset, and the Republicans who 
now proclaim the virtues of states’ rights need to be reminded 
that they are responsible for the impairment of the majority 
of the states. Not until the dissenting justices, beginning 
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with the great Holmes, began to speak, has the pendulum be- 
gun to swing back. It has been swinging back during the past 
ten years. Only now can it be said that the dissenters have 
become a bare and uncertain majority of the court. That task 
of reconstruction is, however, just begun, and if we are to 
escape the centralization of all powers in Washington, we 
cannot too quickly or resolutely restore the powers of the 
states. In the meantime the dominant party in the United 
States is led by men who no longer believe that it is possible 
or desirable to restore the Federal character of the govern- 
ment. The present Democratic leadership is as scornful of 
states’ rights as were the radical Republicans in the generation 
after the Civil War, and once again the unhappy ghost of 
Thaddeus Stevens walks in the land. It must be admitted that 
the radical Republicanism of the post-Civil War period was 
provoked by the application of states’ rights to the point 
where it disunited the nation. It must also be admitted that 
the radical Democracy of the New Dealers has been provoked 
by the cumulative frustration of the police power of the states. 

Now it is easy enough to understand why progressive 
men who have been frustrated in their attempts at regulation 
and reform in the states should have lost patience with the 
Federal system itself, and should be demanding what is in 
effect the abolition of Federalism. But I hold that it is the 
duty of the President and of Congress not to let provocation 
determine their policy, and that the true remedy is the 
restoration of Federalism, not its abolition. Thus, though I 
am irreconcilably opposed to the proposed plan for reorganiz- 
ing the Federal judiciary, I am perfectly clear in my own 
mind that the court must overrule its own decisions where 
they rob the states of their police power. 

For I am satisfied that the growing complexity of 
American economic life makes more necessary, not less neces- 
sary, a vitally efficient Federal form of government. Just be- 
cause the economy requires more regulation than it did a 
hundred years ago, it is impracticable and dangerous to con- 
centrate the regulative power in one centralized government. 
For there remain, in spite of all the big national businss cor- 
porations, decisive local differences in the standards of life, 
in the productivity of labor, in the efficiency of capital. It is 
impossible to fix one price or one wage rate or one rule about 
hours of labor for the whole United States. It is impossible 
to provide identical social services or to impose standardized 
educational requirements, or to insist upon the same com- 
mercial practices throughout this continental domain. And 
while it is undoubtedly true that more of our affairs require 


national legislation than formerly, and that very many of 
them require more nearly uniform legislation, it is certain 
that if we did not have a Federal system, we should have to 
reinvent it. Our real task is to restore it. 


My conviction that federalism is not the obsolete doc- 
trine from a horse-and-buggy age but 's, on the contrary, a 
vital political principle for the future, is confirmed by what 
we see of the development of constitutionalism in Britain. 
In the horse-and-buggy age the government at Westminister 
was sovereign throughout the British Empire. Today in the 
age of the radio and electricity and the airplane, there are 
three autonomous parliaments in the British Isles, there is 
an autonomous federal system in Canada and another in 
Australia, there is an autonomous parliament in South Africa 
and in New Zealand, not to mention Egypt and India. So 
when I hear that federalism has been rendered obsolete by 
modern inventions and the evolution of big business, I am 
unconvinced. For what I see is that the latest constitutional 
developments of the freest people in the world is not away 
from but toward that very federal principle which we have 
inherited. 


Not long ago, in fact just before the President’s plan 
for reorganizing the Supreme Court was disclosed, Senator 
Borah made an eloquent speech saying that what the American 
people needed was to be rebaptized in the principles of consti- 
tutional liberty. To that I have tried to contribute this 
evening, first by recalling the degree in which constitutional- 
ism has given way to personal government, and then by seek- 
ing to indicate the vital points at which the constitutional 
vitality of the Executive, of Congress, and of the separate 
states has been impaired. 

It is not necessary, I think, to exhort this audience 
gathered in the Maryland Free State about how necessary 
constitutionalism is to the preservation of human dignity. 
You understand, and need not be told, that men can live 
with dignity and security only under a constitutional govern- 
ment, and that personal government, however benevolent in 
intention, is in the end always arbitrary, capricious, corrupt, 
and impermanent. You have come to realize, I believe as I 
have, reluctantly, skeptically, but at last clearly, that we are 
faced—now—with the choice between the restoration of 
constitutional government and a rapid descent into personal 
government. And that now, before it is too late, we have 
to make our stand and fight for the fundamental liberties of 
the American people. 





“The scheme of VITAL SPEECHES is an excellent one; and the peri- 
odical is a boon to every person who takes an intelligent interest in 
public affairs. It gives the reader in convenient form the best and 
most important addresses of the leading publicists of the United 
States.” 


Sir Joseph Chisholm, LL.D., Chief Justice of Nova Scotia. 








APPEAL OREN Me SBS SAARI ~ 


RT 


































































Vital Speeches of the Day 





Human Nature and Current 
Economic Ideas 





By BENJAMIN M. ANDERSON, JR., Economist, Chase National Bank 
Before Economic Club of Detroit, Apr. 13, 1937 


[THIS AUTHORITATIVE STUDY IS REGARDED AS OF SUCH SIGNIFICANCE AT THIS TIME THAT IT IS INCLUDED IN FULL WITH 
FOOTNOTES AND TECHNICAL SUPPORTING DATA.—Ed. ] 


ries regarding the causes of the great depression and 

regarding the factors which have prolonged it, have 
brought about its unprecedented severity, and have made 
such recovery as has come incomplete and disappointing. I 
regard the matter as adequately explained by the following 
factors: (1) the immense dislocations created by the Great 
War; (2) the great growth in international trade barriers, 
tariffs, quotas and other restrictions which nationalistic policy 
since the War has progressively created; (3) the artificially 
cheap money policies in the period following the War, which 
generated a vast expansion of bank credit, making it possible 
for creditor nations, above all the United States, to continue 
for a time sending out a great volume of exports in exchange 
for foreign securities despite the trade barriers. But this also 
generated a very dangerous and excessive volume of debt, not 
only from foreign countries to the United States, but also 
from our own people to one another and to the banks, espe- 
cially in the form of new securities issues, and real estate 
mortgages, all of which facilitated and made possible our 
real estate and security speculation. To these things I would 
add various governmental interferences with markets, efforts 
at price valorization, efforts at price fixing, efforts at wage 
fixing, and the growing tendency to substitute government 
edict for business judgment in the detailed day by day con- 
duct of economic life. 

But my theme today is not my own explanation of the great 
crisis. I am concerned rather with certain doctrines which 
have gained widespread acceptance since 1929, and which 
have had a tremendous influence on public opinion and govern- 
mental policy. These doctrines would find the explanation of 
the great depression either in new things which are supposed 
to have come into economic life in the post-war period or in 
the sudden intensification of old things, which are supposed 
to have made us unmanageable problems. 


The Alleged Post-War Acceleration of 
Technological Unemployment 

One of these tendencies is supposed to be a great accelera- 
tion of technological progress, which, it is believed by many, 
has suddenly begun to move with extraordinary rapidity, 
creating new goods at such a rapid rate that they cannot be 
consumed, so that technological unemployment is with us on 
a new scale and promises to be permanently an increasing 
problem. 

The late unlamented Technocrats painted a very gloomy 
picture indeed. They spoke glowingly in terms of fact find- 
ing and of engineering research. But their statements of fact 
did not always bear investigation. Thus, they asserted that 
one man with a machine could produce nine thousand times 
as many electric light bulbs in 1929 as could be produced 


, ‘HERE has been a bewildering multiplication of theo- 


by hand in 1914. The actual increase was in fact only thirty 
fold.? 
The Assumptions of the Technocrats 


They talked in terms of potential increases in production, 
using figures which turned out to rest upon the assumption 
that everywhere the best possible methods were employed, 
which could only be true if we make the following three ad- 
ditional assumptions: (1) that there is unlimited capital in 
the world so that it is possible to equip every worker in the 
world with the best machines; (2) that management is every- 
where of the highest order of efficiency; and (3) that labor 
is everywhere plastic and adaptable, instantly ready to make 
use of the latest device and newest method. What a super- 
race with unlimited resources might do is one thing. What 
human beings as we know them, good, bad and indifferent 
throughout the world, with existing resources, can do is a 
very different thing. 


The Alleged Failure of Demand to Force 
Production to Capacity 

One of the contentions of the Technocrats has gained 
credence among people whose memories ought to be long 
enough to make the doctrine unacceptable to them. It is the 
contention that we have never pressed our productive ca- 
pacity to the limit because we have never had markets that 
would take all we could produce. It is the contention that the 
ability to sell is always so far behind the ability to produce 
that we never press our productive machine to anything like 
its limits, and that we always have, even in the best times, an 
immense unutilized capacity for production. 

Now it must be observed with respect to this, that the best 
possible industrial situation would not permit us to use all of 
our plant capacity in every line at the same time. Seasonal 
variations in need would mean, for example, that summer 
hotels in the Adirondacks would necessarily be empty in the 





- 1 The following gives a similar illustration more than a century 
old: 

“Mr. Babbage, in his extensively useful, and deservedly popular 
work On The Economy of Manufactures, gives a variety of examples 
of the extraordinary reduction of cost in the production of several 
articles, and more especially of some descriptions of hardware. 


“After enumerating several causes to account for the general fall 
of prices, he remarks: ‘The result of my own observation leads me to 
believe, that by far the most influential of the causes has been the 
invention of cheaper modes of manufacturing. The extent to which 
this can be carried, while a profit can yet be realised at the reduced 
price, is truly astonishing, as the following fact, which rests on goed 
authority, will prove. Twenty years since, a brass knob for the locks 
of doors was made at Birmingham; the price at that time being 
13s. 4d. per dozen. The same article is now manufactured, having the 
same weight of metal, and an equal, or in fact a slightly superior 
finish, at 1s. 9%4d. per dozen’—3rd Edition, 1832, p. 158.” 

Tooke’s History of Prices, 1838, Vol. II, pp. 9, 10. Reprinted in 
London, 1928. 
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winter. Seasonal variations in the need for railroad traffic 
would mean that, if the railroads are to serve agricultural 
regions adequately at crop moving time, they would neces- 
sarily have slack in those regions at other times. The nature 
of many industries, moreover, railroading especially included, 
is such that, in building a new plant, or in constructing a 
new line of railroad, it is usually good economy to allow for 
future growth. The new railroad will have a roadbed and 
terminals adequate for much more traffic than is immediately 
available, even though the equipment in freight cars and 
engines may not be at the beginning commensurate with the 
full capacity of the roadbed. The factory building may have 
at first unutilized space which will only gradually be filled 
up with equipment. 

Further, it must be observed that there is no such business 
or economic foresight in the world as would enable us, what- 
ever form of economic organization we might have, to cal- 
culate with nicety and precision exactly how much of this 
or that or the other thing was needed, and that if we do not 
have physical capacity in many lines in excess of the calcu- 
lated need, we shall easily find the whole productive process 
thrown out of gear by bottlenecks at one place or another. 
We must overbuild in many ways in order to have enough 
and in order to have the flexibility in our system that we need. 
Men who were in business in 1919-20 will remember vividly 
enough the congestion that arose through the inadequacy of 
the railroads to handle all the traffic that was offered them, 
with congestion in freight terminals, through the delay in 
receiving goods, and through the unexpected lengthening of 
the period during which money had to be borrowed to handle 
goods in shipment. I recall generalizing at that time that bank 
loans and freight cars were direct competitors, and that an 
increase in the available freight cars would lead to a reduc- 
tion in the volume of bank loans. 


Similarly, human nature being what it is, and the neces- 
sary conditions of economic life, however organized, being 
what they are, we can never expect at any moment of time 
an absolute 100 per cent employment of all human labor. 
Always in the changing economic life there will be men tem- 
porarily idle through shifting from one job to another. Al- 
ways there will be a certain number sick and unable to work. 
Always we must reckon with those restless human beings who 
prefer a roving life to steady work. Always we have a certain 
part of our population who do not get along well with fel- 
low-workers or with employers. And always we have a cer- 
tain incompetent group whose presence on a job adds little 
or nothing to the work done and even interferes with the 
work which others are doing. Under the best conditions, 
therefore, of unlimited demand for goods and services, there 
will be some unemployment. 


When we are talking, moreover, about theoretical capac- 
ity of plant and equipment, we must recognize that all could 
not be fully utilized at the same time because of the inadequacy 
of the labor force, if for no other reason. It is a wholesome 
and desirable situation that plant and equipment, the physical 
capacity of industry at large, should be greater than the whole 
labor force could simultaneously utilize. And it is desirable, 
of course, that a very substantial body of the labor force 


should be flexible enough to shift with the seasons or with 
changing needs, without loss of efficiency, from one occupa- 
tion to another. 


But the Years 1916-20 Did Force Production to Capacity 


With these observations I return to the proposition of the 
Technocrats and of others that we have never had a test 
of the unlimited demand, the unlimited markets, that would 
show us how much our productive capacity, going under full 
steam, working under full pressure, could produce. My com- 
ment is that it is amazing that this proposition should be 
made in the face of our experience from the end of 1915 to 
the middle of 1920. These years gave us a classical test of 
what we could do under the pressure of an intense demand. 
The demand was not merely great enough to utilize our 
capacity to the utmost, but it was so much greater that it 
overstrained our capacity. In the last half of 1919 and the 
first half of 1920 especially, we produced less than we would 
have produced if the pressure of demand had not been so 
great. 


It is possible to measure with a good deal of definiteness 
the amount of slack in our productive capacity that was re- 
vealed by this great pressure of demand. The year 1914 
began with markets quiet and with the shadow of impend- 
ing war upon them. Few of us realized it at the time, though 
one sagacious observer, Mr. A. D. Noyes, then Financial 
Editor of the New York Evening Post, now of the New York 
Times, had called attention even earlier to the fact that 
Europe was fearful of war, that central banks in Russia, 
Germany and France were adding to their gold reserves, 
that European takings of American securities were rapidly 
diminishing, and that we, accustomed to European capital to 
facilitate our industrial expansion, were slowed down as a 
result. 


The latter half of the year 1914 was a time of sharp re- 
action in American business. For 1914 as a whole there was, 
therefore, a very unusual amount of slack, of unused capacity, 
both of industrial equipment and of labor force. 


The great war demands from Europe began in November 
and December of 1914 and grew steadily through 1915, with 
an immense quickening of American industry and rapid 
utilization of labor, plant and equipment. By early 1916 our 
productive powers were so fully engaged that it was possible 
to get an increase of one kind of commodity only by pulling 
labor and equipment away from producing other kinds of 
commodities, and there started the dramatic rise in com- 
modity prices at wholesale that led us into the high war-time 
level of prices. Nineteen sixteen appears to have represented 
the peak for this whole period in our production when both 
production of goods and construction are taken into account. 
The increase in production of goods in 1916 as compared with 
1914 was 20.6 per cent, whereas the increase in construction 
as between the same years was 11.3 per cent. These figures 
exaggerate the total increase in the production of goods and 


services, because by 1916 a great many women were leaving © 


domestic service to go into factories in view of, the rapidly 
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rising wages. The following table shows the history of pro- 
duction and construction from 1914 through 1922: 


Physical Volume of Production and Construction’ 


1914-1922 


Total Volume Total Volume 


Year 0 of 
Production Construction 

ae ae .. 100 100 

PS rset ef 97.9 
RS eee ig oe o.iaa-e: ae 111.3 
Se jk. 93.8 
Eh, sia eee ead ae 124.5 64.9 
tak cee cling, Fite ore ae 116.7 88.7 
NE oda gah ob deo bas 48.5 
igs Sigies a hs ee ee 103.9 91.8 
oe awk sake Marae 121.6 139.2 


1 Frederick C. Mills, Economic Tendencies in the United States, 
New York, 1932, pp. 188 and 191—Bases changed from 1913 to 1914. 


This table shows a further increase in production from 
120.6 to 125.5 as between 1916 and 1917, with a decline 
to 124.5 in 1918. It must be borne in mind that during these 
years 1917 and 1918 we raised an army of four million men 
and sent half of it to France. But the table shows also a very 
striking decline in construction in 1917 and 1918, more than 
enough to offset the increase in production. Then 1919, with 
the return of the four million soldiers, shows an actual de- 
cline in production, with an index number of 116.7, with 
a modest rally in construction from 64.9 to 88.7 but still 
well below the figures for 1916 and even the figures for 
1914. Nineteen twenty shows an increase in production to 
124.5, while construction, owing to the high costs and labor 


shortages of that year, dropped to a low of 48.5 per cent of 
1914. 


Here, then, we have a record of what the country can 
do under unlimited demand. I rest the cise primarily on the 
figures for 1916. It was, without interruption, a year when 
demand was pressing us to the limit. The years 1917 and 
1918 are complicated by the withdrawal of the soldiers. The 
year 1919 is complicated by a short reaction in the first four 
months of the year, and the figures for 1920, of course, are 
complicated by the crisis in the latter half of the year. One 
would need to break these years up and give index numbers 
by months to treat them with exactness. But for 1916 nothing 
of the sort is needed. It stands 20.6 per cent in production 
above 1914. But this does not mean that there was, in 1914, 
20.6 per cent of slack, because in two years we would nor- 
mally expect a substantial growth in productive capacity 
amounting, conservatively, to 6 per cent. The slack in the 
subnormal year, 1914, would thus appear to be well under 
20 per cent. 


It must be said, moreover, with respect to these years, 
that a very substantial volume of labor was employed which 
would not ordinarily have sought employment. Many women 
went to work from patriotic motives. Other women went to 
work because the pressure of rising cost of living made it 
necessary that they supplement their husbands’ incomes. 
Many old people were called out by the high wages and by 
family necessities into domestic service. The pace set was 
one which we could not regularly keep up. We used up, 
moreover, a great deal of our capital resources in the form 
of soil fertility which was not replenished, in allowing farm 
buildings to go unpainted and to deteriorate, in letting fac- 
tory equipment run down, and in tolerating a great deal of 


obsolescence that we would not ordinarily tolerate. We al- 
lowed house furnishings to deteriorate, stocks of clothing and 
linen to run down; homes were left unpainted, and leaking 
roofs were patched rather than replaced. 

The pace was so fast, moreover, that it left no time for 
bringing into play, as rapidly as we ordinarily would have 
done, the new technological ideas that were available. Our 
increased production during these years was much more a 
matter of increasing the number of wage earners than of in- 
creasing efficiency per man through new technology, through 
growing skill of labor and through improved managerial 
policies. Managers were harassed by rush orders, labor was 
weary through overtime work. 


Technological Advance and Employment, 1921-23 


Then comes a remarkable thing from the standpoint of 
those who hold that technological improvement leads to un- 
employment and to business reaction. In the depression of 
1921, management had time once more to study new methods 
and to make long-run plans. Overtime work ceased, shop dis- 
cipline improved, and men valued their jobs. A great body of 
new technological ideas was awaiting application. Many of 
these ideas had been developed as part of the technology of 
the conduct of war in the fields of aircraft, artillery, naval 
construction, fortifications, and the chemistry of explosives. 
But the same ideas, with modifications, were to have fruit- 
ful application to peacetime pursuits. They were waiting to 
be used. In the years 1921-23 there was widespread applica- 
tion of the improved technology. The following table for 
manufacturing production in the United States, 1914-23, 
reveals the facts: 


Growth of Manufacturing Production in the United States, 
1914-1923' 


INDEX NuMBERS OF PHuysicAL VOLUME OF PRODUCTION, 
NUMBER OF WAGE-EARNERS AND PER CAPITA OUTPUT 


Physical Volume Number of Output per 
Year of Production W age-earners Wage-earner 
Se ee 100.0 100.0 100.0 
REARS ee 127.7 124.5 102.6 
ae ie 105.7 100.1 105.6 
EE. Sv raaesiea seems 156.3 130.3 120.0 


1 Mills, Economic Tendencies in the United States, p. 192. 


From 1914 to 1919, physical output per wage-earner 
in manufacturing increased only 2.6 per cent. From 1921 
to 1923, output per wage-earner increased 13.6 per cent. If 
those who fear technological improvement were right, then 
this should have been accompanied by a falling off in the 
number of workers in manufacturing. It was, however, as 
shown by our table, accompanied by an increase of 30 per cent 
in the number of wage-earners. Rapidly improving tech- 
nology did not make technological unemployment. Rather, it 
helped to generate an immense increase in employment. With 


respect to this point it is of interest to quote Frederick C. 
Mills :* 


“It is a nice question as to how and why working eco- 
nomic relations were restored and the flow of goods to con- 
sumers was resumed so promptly after this recession, with 
the purchasing power of raw material producers so low 
and with the prices of consumers’ goods at such relatively 
high levels. The solution of the problem at that time was un- 
doubtedly facilitated by an extraordinary and unprecedented 
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increase in industrial productivity—an advance of 13.6 per 
cent in output per wage-earner between 1921 and 1923, on 
top of an increase of 2.9 per cent between 1919 and 1921. 
The aggregate purchasing power of agricultural producers 
and of producers of certain other raw materials remained 
low, but this remarkable gain in industrial productivity, 
combined with the position of marked price advantage en- 
joyed by manufacturing producers after 1921, permitted a 
great advance in the aggregate purchasing power of indus- 
trial wage-earners and of other groups drawing their incomes 
from manufacturing industries.” 


The Slower Pace—1923-29 


Production itself generates purchasing power. Produc- 
tion in one place gives rise to demand for products in other 
places. Be it observed that this rapid spurt in technological 
progress comes, not at the end of the great boom, 1921-29, 
but rather at the beginning of that great boom. And be it 
observed that both the increase in total production and the 
increase in production per man that followed, from 1923 to 
1929, were at a decidedly slower rate. 

Three different sets of figures reveal this. Mills’ figures 
would show, as indicated above, an increase in the two year 
period in manufacturing production per wage-earner of 13.6 
per cent or an annual average increase of 6.8 per cent. For 
the six following years, 1924 to 1929 inclusive, Mills’ fig- 
ures show an annual average rate of increase of 3.3 per 
cent in production per wage-earner.! The Census of Manu- 
factures of 1931 gives the following table: 


Indexes for Wage-earners and Production,? 1921 to 1929 


Wage- Production Production per 
Census Year earners (quantity) Wage-earner 
OO ieesAnecessecke 100 100 100 
Ree ee 127 154 121 
BOI xii cat aan se 121 158 130 
RRR RR ARES 120 160 133 
BOF is sce besa Neaeee 128 179 140 


2 Biennial Census of Manufactures, 1931, p. 18, with bases 
changed to 1921. 


This shows an annual average rate of increase in production 
per wage-earner of 10.5 per cent from 1921 to 1923, and 
of 2.6 per cent from 1924 to 1929, inclusive. Finally, the 
study of Paul Douglas, who narrows the problem to produc- 
tion per man-hour in manufacturing, shows a high rate of 
increase between 1921 and 1923, with a drop to approxi- 
mately 3.5 per cent annual increase from 1923 to 1925, in- 
clusive, which is lower than the 4 per cent prevailing in 
the period 1900 to 1906, inclusive.* 


Douglas’ figures show that there was no increase in pro- 
duction per man-hour from 1915 to 1921, and the sudden 
spurt from 1921 to 1923 he looks upon as the making up of 
arrearages. He adds that “had the pre-war rate of increase 
been maintained during the years 1913-21, when hourly 
output was, on the whole, stationary, the relative production 
per man-hour would have been approximately the same for 
1925 as it was in fact.” He concludes: “. . . the above data 
should compel those who have written about the uniqueness 
of the expansion of production during the last seven years 





1 Mills, Economic Tendencies in the United States, p. 545. 
8 Douglas, Real Wages in the United States, Boston, 1930, pp. 
546-8. 





to reconsider their position.”* Professor Douglas’ figures end 
with 1925. The other two sets of figures, coming down 
through 1929, strengthen the case. 


Technological Unemployment in Historical Perspective 


Nothing is better established in economic theory or in 
economic history than the general proposition that, given 
time, new technological advance leads to increasing rather 
than decreasing demand for labor. 

The contention that technological advance makes un- 
employment is old, and radical writers especially have re- 
peated it again and again. Thus Sismondi, one of the 
precursors of Karl Marx, writing in the first half of the 
19th Century, held that the state should attempt to curb 
production and put “a drag upon the too rapid multiplication 
of inventions.”® 

Workmen themselves, seeing the new machine as a com- 
petitor, have often resisted the introduction of new tech- 
nology. During: the Industrial Revolution in England, a 
group of people known as the Luddites destroyed the ma- 
chines as they were introduced. In a single riot, over one 
thousand new stocking frames were destroyed, houses were 
burned, and inventors were forced to flee for their lives. 

Nevertheless, out of the Industrial Revolution which 
came as power machines took the place of human labor 
through new invention, the modern world has been lifted 
to a level of comfort unimagined in the third quarter of the 
18th Century before this great revolution came. With rising 
standards of life such that the workman today enjoys com- 
forts and luxuries unknown even to the kings of the 18th 
Century, there has come an almost incredible increase in 
population and in employment. In 1760, England had a 
population of 6,700,000, all Europe had an estimated popu- 
lation of 130,000,000, and the thirteen American colonies 
a population far below the 3,930,000 which the Census of 
1790 showed. By 1910, the population of England had be- 
come 45,221,000, the population of Europe had become over 
450,000,000, the population of the United States had become 
91,972,000, fully as well employed as were the smaller popu- 
lations of 150 years before, and enormously better paid. The 
new technology and the growth of capital had done it. 

The workman who destroyed the machine was clearly 
striking blindly against the long-run interests of the working 
classes. And yet he had a case. That case is very fairly stated 
by Charles Babbage, in his book, On the Economy of Ma- 
chinery and Manufactures, the fourth edition of which ap- 
peared in London in 1835: 

“The subjoined view of the state of weaving by hand 
and by power looms, at Stockport, in the years 1822 and 1832, 
is taken from an enumeration of the machines contained in 
65 factories, and was collected for the purpose of being given 
in evidence before a Committee of the House of Commons. 


In 1822 In 1832 
Hand-loom weavers ....... 2,800 800 2,000 decrease 
Persons using power-looms., 657 3,059 2,402 increase 
Persons to dress the warp... 98 388 290 increase 


Total persons employed... .3,555 4,247 
Power-looms .............. 1,970 9,177 


4 Loc. cit., page 548. 
5 Scott, W. A., The Development of Economics, New York, 1933, 
page 258. 
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During this period, the number of hand-looms in em- 
ployment has diminished to less than one-third, whilst that 
of power-looms has increased to more than five times its for- 
mer amount. The total number of workmen has increased 
about one-third; but the amount of manufactured goods 
(supposing each power-loom to do only the work of three 
hand-looms) is three and a half times as large as it was be- 
fore. 

In considering this increase of employment, it must be 
admitted, that the two thousand persons thrown out of work 
are not exactly of the same class as those called into employ- 
ment by the power-looms. A hand-weaver must possess bodily 
strength, which is not essential for a person attending a 
power-loom ; consequently, women and young persons of both 
sexes, from fifteen to seventeen years of age, find employment 
in power-loom factories. This, however, would be a very 
limited view of the employment arising from the introduction 
of power looms. The skill called into action in building the 
new factories, in constructing the new machinery, in making 
the steam engines to drive it, and in devising improvements 
in the structure of the looms, as well as in regulating the 
economy of the establishment, is of a much higher order than 
that which it had assisted in superseding; and if we pos- 
sessed any means of measuring this, it would probably be 
found larger in amount. Nor, in this view of the subject, 
must we omit the fact, that although hand-looms would have 
increased in number if those moved by steam had not been 
invented, yet it is the cheapness of the article manufactured 
by power-looms which has caused this great extension of their 
employment, and that by diminishing the price of one article 
of commerce, we always call into additional activity the 
energy of those who produce others. It appears that the num- 
ber of hand-looms in use in England and Scotland in 1830, 
was about 240,000; nearly the same number existed in the 
year 1820: whereas the number of power-looms which, in 
1830, was 55,000, had, in 1820, been 14,000. When it is 
considered that each of these power-looms did as much work 
as three worked by hand, the increased producing power was 
equal to that of 123,000 hand-looms. During the whole of 
this period the wages and employment of hand-loom weavers 
have been very precarious. [Italics mine. ] 

Increased intelligence amongst the working classes may 
enable them to foresee some of those improvements which 
are likely for a time to affect the value of their labour ; and the 
assistance of Savings Banks and Friendly Societies (the ad- 
vantages of which can never be too frequently, or too 
strongly, pressed upon their attention), may be of some 
avail in remedying the evil: but it may be useful also to sug- 
gest to them, that a diversity of employments amongst the 
members of one family will tend, in some measure, to miti- 
gate the privations which arise from fluctuation in the value 
of labour.” ( Pages 338-41.) 

At the time that Arkwright invented his cotton spinning 
machine, it was estimated that there were 7,900 people en- 
gaged in the production of cotton textiles in England. 27 
years later, in 1787, a Parliamentary investigation showed 
that the number of persons actually engaged in the spinning 
and weaving of cotton had risen to 320,000, an increase of 
4,400 per cent. During the period from 1831 to 1911, the 
number of employed in the British textile industry was 
trebled while the population of England was doubled. The 
railroad displaced the stage coach drivers, but enormously 





increased the number of people employed. Machine processes 
of typesetting displaced not a few hand typesetters, but the 
cheaper printing so enormously increased the demand for 
printed matter, that very many more were employed in the 
printing trade than was possible under the old system. 


Technological Unemployment in Economic Theory 


In economic theory the matter is very simple. The 
labor-saving machine cheapens production. In the simplest 
and easiest case, namely, that in which the demand for the 
product is highly elastic, so that at a lower price a greatly 
increased amount will be consumed, and in which com- 
petition among producers leads to a prompt reduction in 
price, so that the consumer gets the benefit of the cheaper 
production, more labor will speedily be employed in the 
same industry than before the new invention came. Thus, 
for example, in 1925, though automobiles could be pro- 
duced in one-sixth the number of man-hours as in 1910, the 
number of workers had increased from 51,294 in 1910 to 
197,728 in 1925—an increase of 285 per cent. 

If we assume an inelastic demand, as, for example, in 
the case of salt, where a higher or lower price makes very 
little difference in the amount the consumer takes, the new 
method may lead to a reduced demand for labor in the indus- 
try immediately concerned. But the general body of con- 
sumers, getting this product cheaper, will have funds re- 
leased with which they can increase their demand for other 
products, which again increases the demand for labor and 
leads to the employment of labor elsewhere. 

Even in the hypothetical case, however, where a mon- 
opoly, producing a product for which demand is inelastic, 
failed to reduce the price, and turned all of the saving into 
profit, there would still be an increased demand for labor in 
other directions. The profits themselves must be spent or 
invested, and, as they are spent or invested, they lead to 
demand for labor. What is invested is also spent. But the 
lag would ordinarily be greater in the last case than in the 
first. 

The typical case in industry is the case of elastic de- 
mand. In agriculture, in a well-fed country, demand is much 
less elastic. When great improvements come in agriculture, 
the tendency is toward a reduction in the percentage of the 
population engaged in agricultural employment, with a shift- 
ing toward other occupations where demand for the products 
is more elastic. In the hundred years before the War, the 
improvements in the technology of agriculture were, in many 
ways, more impressive even than those in industry, and far 
outran the improvements that have come in agriculture since 
the War. 

With improvements in production of physical goods, and 
especially of those physical goods of the cruder sorts, human 
energy is released for the satisfaction of higher and more 
varied wants. With improvement, there is a constant shifting 
of the proportions of our activities. 


How It Looked in 1889 


More than once, however, as these changes have gone 
on, despite the obvious long run advantage not only to the 
whole population but also very definitely to the workers, the 
cry of technological unemployment has risen. Gloomy views 
have been presented to the effect that the pace is too fast 
and that at last we have come to the point where new 
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machines are displacing men faster than they can be re-em- 
ployed. We find this view considered at great length in the 
interesting volume, Recent Economic Changes, by David A. 
Wells, published in 1889. Wells says: 

“The economic changes that have occurred during the 
last quarter of a century—or during the present generation 
of living men—have unquestionably been more important and 
varied than during any former corresponding period of the 
world’s history. {t would seem, indeed, as if the world, dur- 
ing all the years since the inception of civilization, has been 
working up on the line of equipment for industrial effort— 
inventing and perfecting tools and machinery, building work- 
shops and factories, and devising instrumentalities for the 
easy intercommunication of persons and thoughts, and the 
cheap exchange of products and services; that this equipment 
having at last been made ready, the work of using it has, for 
the first time in our day and generation, fairly begun; .. .” 
(Page V.) 

Wells anticipated virtually every contention of the 
Technocrats, but reached sane conclusions regarding them. 
The theme comes back in every period of depression. In this 
last great depression it has come back. 


The Statistical Importance of Technological 
Unemployment in April, 1930 


The statistical importance of technological unemploy- 
ment in the whole unemployment situation has been the sub- 
ject, of course, of a great deal of dispute. The only com- 
prehensive figures that I find for the United States are in the 
Fifteenth Census of the United States: 1930, published in 
the U. S. Department of Commerce’s Unemployment Bul- 
letin in 1931. The total number of persons “out of a job, 
able to work and looking for a job,” was 2,429,062, in April 
of 1930. Of these, 102,170, or 4.2 per cent, were idle be- 
cause of “industrial policy.” “Industrial policy” covers the 
following cases: (1) “machines introduced or replaced ;” (2) 
“reduction of force;” (3) “cheaper labor substituted ;” (4) 
“worker too old (actually given as reason) ;” (5) “other 
reasons involving industrial policy.” Those definitely let out 
by the introduction of labor-saving machinery would there- 
fore be less than 102,000, less than 4.2 per cent of the num- 
ber unemployed at that time. The three largest categories 
of the causes of unemployment are as follows: “immediate 
or superficial reasons,” 919,150, or 37.8 per cent; “economic 
conditions,” 716,169, or 29.5 per cent; and “seasonality (off- 
season), 367,510, or 15.1 per cent. Technological unem- 
ployment was, statistically, a very minor factor, as revealed 
by the census of 1930. “Personal disability” (5.7 per cent) 
ranks well above it. “Dissatisfaction” (4 per cent) is at least 
as important. 

In the second category of the unemployed, namely, “per- 
sons having jobs but on layoff without pay, excluding those 
sick or voluntarily idle,” totaling 758,585, the number at- 
tributed to “industrial policy,” which includes technological 
unemployment, is very much smaller still, being 11,403 per- 
sons, or 1.5 per cent. 

On the basis of these figures, the technologically unem- 
ployed would be, for both categories, less than 113,573 per- 
sons. I arbitrarily add 100,000 from the ranks of those giving 
“immediate or superficial reasons,” making 213,573 persons. 
When this figure is compared with the total of gainful 
workers in the United States, which the census of 1930 





places at 48,832,589, it is obvious that the percentage of the 
working population technologically unemployed is very small, 
the figure being 0.437 per cent.’ 

This census was taken in 1930. At that very time, 
according to the Technocratic theory, the American economy 
was breaking down because of over-rapid technological ad- 
vance and resulting unemployment. But certainly no con- 
firmation can be found for this view in the census figures. 


A Square Deal for the Displaced Worker 


What proper weight is to be given to concern for tech- 
nological unemployment and to the fears of the laborer who 
finds his old job destroyed and his old way of making a 
living disturbed by the coming of a new machine? 

The answer to this is, first, that on no account must we 
retard or interfere with the most rapid utilization of new 
inventions and new ideas. The further answer is that tech- 
nological unemployment is a far less serious matter in the 
modern world than it was at the beginning of the Industrial 
Revolution. A displaced laborer at the beginning of the 
Industrial Revolution was a master craftsman. He had spent 
his seven years as an apprentice. He had a static world about 
him. The first impact of the machine was on his craft alone, 
and if he were to go into another occupation he had a long 
and laborious process of learning another craft. 

In the world today, when all occupations are dynamic 
and when change is coming in all of them, new openings are 
much more readily found. The workman, shifting from one 
factory to another, learns his new job, not in seven years but 
in six months or less. It was a very difficult matter for the 
laborer in England in 1760 to move even to another village 
where other work might be found. The population of the 
United States as a whole, however, has become highly mobile, 
particularly since the coming of the cheap automobile and 
the immense highways. It is easier by far to go to a new 
place and to get into a new occupation. The problem is much 
less difficult than it used to be. 

But the modern conscience has become far more acutely 
sensitive to the problem of the displaced worker than it used 
to be. Social surplus was small in England when Babbage 
wrote the passage which I have quoted above. The inevit- 
ability of poverty for the masses of men was taken for 
granted. We have grown rich enough in the United States 
today so that we do not have to take it for granted. We are 
not content with a picture such as Babbage paints of a great 
progress in the cotton weaving industry between 1820 and 
1830, with increased employment and greatly multiplied out- 
put, accompanied by ten years of precarious wages and em- 
ployment for the hand-loom weavers. 

Nor are we content with giving pious advice to the 
workers that increased intelligence among them may enable 
them to foresee some of the improvements that are likely to 
come, that the savings banks and friendly societies will help 
them to some extent, and that they do well to diversify the 
occupations among different members of the’ family—even 
though this is very good advice and even though it is emi- 
nently desirable that the displaced worker should have every 
incentive to solve his own problems, to retain his own inde- 
pendence and to meet his own responsibilities. 


1 Fifteenth Census of the United States: 1930; Unemployment 
Bulletin, Government Printing Office, 1931, pp. 2, 7-8. 
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But we must recognize that too much of the burden of 
the shifting and change which new technology involves has 
fallen upon special groups of the working people and that 
it is right that this burden should be diffused over the whole 
population. It is no longer necessary that there should be 
tragedies for individual workers as the result of technological 
changes beneficial to the population as a whole. Unemploy- 
ment insurance or the dismissal wage, well handled public 
labor exchanges, institutions for the re-education in industrial 
techniques of displaced workers, public relief of other kinds 
for displaced workers that will prevent tragedy, we can 
afford and should provide. And I would broaden the pro- 
posal to cover not merely workers displaced by technological 
change, but to cover workers who might be displaced by 
changes in public policy, as, for example, a radical lowering 
of tariffs, which would, I am convinced, be immensely bene- 
ficial to the country as a whole and to the laboring popula- 
tion of the country as a whole, but which might, none the 
less, lead to certain displacements among workers in indus- 
tries where the percentage of hand work is large and where 
the percentage of machine work or mass production is low. 
The technological changes should come, and the tariff read- 
justments should be made, but we should not forget such 
workers as are displaced by the changes. Over the long run, 
the gain is obvious. Even in the short run, the gain for the 
great bulk of the people is enormous. But, in the short run, 
the displaced individual worker may face tragedy, and this 
should not be. 

Certain general principles with respect to this problem 
may be laid down, even though the writer does not: venture 
a detailed programme. It is clearly necessary that the relief 
afforded should be adequate to prevent tragedy. It is equally 
obvious, I think, that the relief should not be so generous 
as to take away from the displaced worker the incentive to 
readjust himself as promptly as possible. It is not necessary 
or desirable that society should undertake to give him his 
accustomed income; because to do so could, in all too many 
cases, turn a self-respecting, independent man into a parasite. 


I think that the evidence is clear that, taking’ industry 
as a whole, rapid technological improvement is a dynamic 
and energizing factor rather than a factor slowing down 
business and reducing employment. I recur to the great spurt 
in business from 1921 to 1923, and the large place which 
improved technology had in it, which I have discussed above. 
The new technology cheapened production. It reduced costs. 
The reduction in costs made possible greater profits. The 
prospect of profits made business men expand activities. It is 
the prospect of profits that makes for expanding business, as 
it is the falling off of profits that leads to business reaction. 

What lag there is in re-employment of men displaced by 
technological advance is not a lag in the general volume of 
employment, but rather is a specific lag in the re-employ- 
ment of the particular men displaced. 


Two “New Eras” Compared—1921-29 and 1896-03 


As the great boom which culminated in the crash of 
1929 grew increasingly vigorous, those of us who were afraid 
of it and were criticizing it were met with the contention 


1 See The Chase Economic Bulletin, Vol. XVI, No. 1, “Govern- 
mental Economic Planning and Prices.” 
2 Mills, Economic Tendencies in the United States, Foreword, 


p. ®%. 


that we were in a “New Era” in which old economic laws 
were suspended and in which every imaginable folly became 
a new, mature and significant form of wisdom. Every period 
of intense speculation develops its slogan which would justify 
what is going on. And, of course, the slogan that a “new 
era” had come was as useful as any other slogan could have 
been for that purpose. 

Since the great smash, there has been a radical swing in 
opinion regarding the period 1921-29. The view has been 
increasingly expressed that new, strange and devastating 
economic tendencies were at work, tendencies unknown in 
previous periods, which meant that our economic system as 
we have known it could no longer function and that radically 
new kinds of public policy were necessary. All of which goes 
to prove that men have short memories. The supposed new 
tendencies of the “new era” were old tendencies which had 
manifested themselves on an even more intense scale in pre- 
vious periods, while the new theories proposed are fallacies 
well known in the history of economic thought of one hun- 
dred years ago and earlier, and the new remedies are revivals 
of Mediaeval and early modern governmental policies.’ 

Some of the more serious and thoughtful adherents of 
the view that new and strange forces were at work in the 
period 1922-29 have drawn statistical materials to support 
this view from the elaborately worked out and careful study 
by Professor Frederick C. Mills called Economic Tendencies 
in the United States, in which a large number of comparisons 
are made between the pre-war period 1901-13 inclusive and 
the post-war period 1922-29 inclusive. It is due Professor 
Mills, since I refer to his book in this connection, to call 
attention to his own warning in his introduction against 
drawing confident conclusions from his figures: “A new cos- 
mology is not a necessary accompaniment of every new set 
of observations.”? 

Moreover, as Professor Mills makes his comparisons, 
he is careful to make his conclusions very tentative. But 
many who have read the book and employed the figures it 
contains have gone far beyond Professor Mills’ own guarded 
and tentative deductions. The figures for the period 1901-13 
do show in many respects a slower pace than the figures for 
1922-29. Certain of these contrasts are summarized by Mills 
himself in the following table :* 


Average 
Annual Rate of Change 
1901-1913 1922-1929 
(percent) (per cent) 
Population of the United States........... +2.0 +14 
Physical volume of production............ +3.1 +3.8 
Volume of production, per capita of the 
SOR. frie bckddbiedsaWicinciaccsues +1.1 +2.4 
A, TINE hs caccccdadeacioswscunesie +1.8 —0.5 
Volume of employment, manufacturing 
RIOR ca Sabah actes cee ads eomesen -+-2.7 +1.0 
Per capita real earnings, manufacturing 
ID Sigs Amie ckdren aba Shox ane k aek'e —0.1 +1.4 
Prices of industrial common stocks........ +2.8 +19.4 


1 Mills, Economic Tendencies in the United States, Foreword, 
p. xvi. 


If one be content to use Professor Mills’ study as a 
mine of valuable and carefully worked out facts, the book 
is of immense value. If, however, the book is to be taken as 
presenting an adequate contrast between pre-war and post- 
war tendencies (and Professor Mills makes no such claim 
for it), then an obvious difficulty presents itself at once. The 
two periods chosen, 1922-29 inclusive and 1901-13 inclusive, 
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are unlike periods. The later period starts with a great de- 
pression and moves with hardly any interruption to the 
culmination of a great boom. The period 1901-13, on the 
other hand, starts in the middle of a great boom, goes 
through a 45 per cent break in the stock market in 1903 and 
the major crisis in 1907, into the quieter years that followed 
1909. Obviously this comparison will give us no proof that 
new and strange things were at work in the later period. 

In early 1929, while the “new era” philosophy still held 
its hypnotic power, the present writer ventured to institute 
a comparison between the period we were then living in and 
an earlier “new era,” namely, that from 1896 to 1903, a 
period which, like the later period, started with a great 
depression and carried through into the temporary culmina- 
tion of a great boom. He found in the earlier “new era” 
virtually everything that he found in the later “new era,” 
namely, rapidly increasing physical volume of production, 
rapidly rising stock market prices, rapidly rising dividends far 
outrunning the increases in wages, and so on. He found the 
first “new era” even more brilliant on the side of physical 
increase in production and spectacular enough in the matter 
of financial phenomena, though he ceded the palm to the 
second “new era” in the matter of financial folly. 

The following table, taken from the writer’s study of 
early 1929, compares the two “new eras” from the stand- 
point of physical and pecuniary volume of production: 


Physical and Pecuniary Volume of Production 
1896-1903--1919-1928 


Index of Pecuniary 
Physical Volume Index of Volume of 
of Production W hole- Preduction— 
Average for sale Prices*® Underlying 
1894-96 = 100 1896 = 100 Value-Stream 
1894 
BOE oices Sadegs Mea 100 100 100 
1896 
as os ee ee KG 121.3 100.1 121.4 
Ts alco: ¢- a'& dhelaite eat 122.5 104.3 127.8 
SP 121.0 112.3 135.9 
EE acs ad aa Oe ea eke 122.5 120.7 147.9 
BE niletnes Mate eee 125.3 118.9 149.0 
Rs eee 144.8 126.5 183.2 
rr Ste 143.1 128.2 183.5 
1919-1921 = 1008 1921 = 100% 
1919 
RFRA ESN ee 100 100 100 
1921 
IRS eee ee 109.8 99.1 108.8 
ES hive. 6 eueiadeekiced 121.1 103.1 124.9 
I ai cir ss ve algerie 119.3 100.5 119.9 
RR camer a = 124.4 106.0 131.9 
a yk cn kee eek aed 128.8 102.5 132.0 
BE He: 5.5 x mee 129.0 97.7 126.0 
Bids nc amines acs 134.6 100.1 134.7 


1 This index is based on Day’s figures, published in The Review 
of Economic Statistics, Sept., 1920-Jan., 1921. Day’s index of manu- 
facturing is carried back from 1899 to cover the years 1894-98 on the 
basis of Stewart's index of manufacturing for these years, published 
in The American Economic Review, March, 1921. These indices for 
manufacturing are combined with Day's indices of agriculture and 
mining for 1894-98 in accordance with Day's method. 

2U. S. Bureau of Labor Statistics figures, old series, shifted to 
1896 basis. 

8 This index is a weighted arithmetic average of indices of agri- 
cultural movements, mining production, and manufacturing. The 
indices are based on Federal Reserve Board figures in the Federal 
Reserve Bulletin. Fer certain items, figures for 1928 are estimated on 
basis of monthly reports available. 

*U.S. Bureau of Labor Statistics figures, new series, shifted to 
1921 basis. 

The Chase Economic Bulletin, “Two ‘New Eras’ Compared,” 
Vol. 1X, No.1, February 11, 1929, p. 12. 





I have omitted figures for transportation in the two 
periods, although it is often well to put a transportation 
element into the index of production. The following figures 
compare transportation in the two periods: 


Transportation Index 
(As Calculated by 


Walter Stewart) Transportation Index* 
1896 = 100 1921 = 100 

Year Year 

TERE ee ee aan 100.0 NR: bic Os ka ete-o Ok Sus 6 100.0 
BE £5 sce deh vandabiees 100.0 GEE i rnigew at tend Sas oes 109.3 
MSS ah ka Sciclc a e 6 Ss 137.1 BE ovate cee sieee os 132.2 
NRE ee MA eee, 125.7 NE | 8 oti bans Sele cetacean 125.3 
is Win Reka aiek tie ae 142.9 BN Bway < hor anseeiem ke 132.4 
MN here yi oF aias whe ke 148.6 Tee 139.9 
EEE a ee 162.9 WE intatetdstnka wee sae 135.4 
SP as Gad eenedas cade 177.1 NE che ethan ae ate 3 bie 135.3 


1 Based on ton-miles and passenger miles. American Economic 
Review, March, 1921, pp. 68 and 70. 


? Based on tonnage of revenue freight, ton-miles revenue and 
non-revenue freight, and carloadings, all of Class I railroads. The 
figure for 1928 is based on monthly data available. 


The Chase Economic Bulletin, “Two ‘New Eras’ Compared,” 
Vol. 1X, No. 1, February 11, 1929, p. 13. 


Had the transportation element been included, the first 
“new era” would have shown an even greater superiority 
over the second in the matter of physical activity. But I 
wished to take cognizance of the fact that there had been 
in the second “new era” a substantial diversion of traffic 
from the railroads to automobiles and to motor trucks and 
to make a certain measure of allowance for unusual growth 
of service activities which do not easily get into statistical 
records. Omitting transportation from the indices of produc- 
tion was designed to do full justice to the second “new era” 
as compared to the first with respect to these points. 


The Common Cause of the Two “New Eras” 


The writer found, moreover, a common cause at work 
in both of these “new eras.” In both “new eras” there was 
an immense flow of gold to the United States, with rapidly 
increasing bank reserves, with bank credit expanding beyond 
the needs of commerce, and with excess credit available for 
capital uses and for speculation. “Cheap money” character- 
ized both “new eras,” and cheap money is the most dangerous 
intoxicant known to economic life, especially if it be pro- 
longed through many years. 


But the first “new era” was one in which the whole 
world was sharing in the increase in gold, in which gold was 
sinking in real value, and in which, as a consequerice, com- 
modity prices throughout the world were rising, whereas the 
second “new era” was one in which we alone had excessive 
gold. The first “new era” was a time when trade among the 
nations moved easily without excessive trade barriers. The 
second “new era” was one in which trade barriers were very 
excessive and in which the great creditor nations, and very 
especially the United States, could get out a large volume 
of exports only by giving an ever increasing volume of credit. 


The reactions from the excesses of the-first “new era” 
were short. The over-extended credits could be liquidated 
as debtors sold goods at concessions in price to pay debts. 
As the second “new era” came to a close, however, debtors 
found rapidly rising barriers as they tried to sell goods to 
pay debts. 

The first “new era,” like the second “new era,” was 
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characterized by an immense increase in the issues of stocks 
and bonds and by a growing proportion of stocks to bonds. 


Listings of Securities on the 
New York Stock Exchange New Security Issues 


(In millions of dollars) 








New Issues New Capital 

Stocks Bonds Total Stocks Bonds Total 
1896 77 147 224 1921 269.5 3,307.2 3,576.7 
1897 53 $3 141 1922 573.5 3,370.8 4,304.3 
1898 70 245 315 1923 659.1 3,645.3 4,304.4 
1899 311 156 467 1924 $29.8 4,763.3 5,593.1 
1900 297 148 445 1925 1,211.4 5,008.7 6,220.1 
1901 430 220 650 1926 1,180.6 5,163.5 6,344.1 
1902 251 198 449 1927 1,494.7 6,281.5 7,776.2 
1903 173 192 365 1928 3,011.0 5,039.3 8,050.3 


The Chase Economic Bulletin, “Two ‘New Eras’ Compared,” 
Vol. 1X, No. 1, February 11, 1929, p. 9. 


The first ‘new era” showed a very rapid rise in security 
prices, as did the second “new era.”” And the prices of Stock 
Exchange seats rose rapidly in both periods. 

g y 


Prices of Stocks 


New York Times Averages 
Mitchell's Relative 


Prices of 40 50 Combined Stocks 
Transportation 25 Rails and 
Stocks 25 Industrials 25 Industrials 
BORG 6.65 00 61 low 1921 .... 58.6low 1921 .... 66.2low 
i ee 289 high 1929 ....251.5 high 1929 ....365.9 high 
Increase ..... 228 Increase ..... 192.9 Increase ..... 299.7 


Per cent Inc.. .373.8 


Per cent Inc.. .329.2 


Per cent Inc.. .452.7 


Range of Prices for Seats on the New York Stock Exchange 
(In thousands of dollars) 


SOG ok nds carlkkdund 14 low ack idaaianines 77.5 low 
WOOE icntivsadvecaate 82 high Ts 595.0 high 
DINED: vn iccesaus 68 ee ae 517.5 


Per cent Increase... 485.5 Per cent Increase... 668.0 


The Chase Economic Bulletin, “Two ‘New Eras’ Compared,” 
Vol. 1X, No. 1, February 11, 1929, p. 8. 


Much has been made of the figures in Mills’ book which 
show a much more rapid growth of dividends than of wages 
between 1922 and 1929, even though wages were advancing 
rapidly. It has been thought that here is something new and 
startling in the post-war period, destructive of the stability 
of economic life and requiring a radically new social policy. 
Of course dividends increase more rapidly than wages from 
the bottom of a depression to the top of a boom, just as 
dividends drop much more rapidly than wages from the top 
of a boom to the bottom of a depression. The stockholder is 
the risk-bearer, the residuary claimant on the earnings of 
industry. He takes what is left. 


But the notion that this is a new development peculiar 
to the post-war period is surely negatived by the following 
table comparing railway wages and railway dividends in the 
earlier “new era.” 


Index Numbers of Railway Wages and Dividends 
Average Daily Compensation of Railway Employees’ 





Dividends on 
Common 
(Simple Average of Ten Territorial Groups) Stocks 
Years Paid by 
Ending Section Interstate 
June 30 Enginemen Firemen Machinists Foremen Railways? 

1894 

1895 100 100 100 100 100 

1896 

1897 99.9 100.3 99.4 99.3 95.4 
1898 102.3 102.5 101.2 99.1 99.6 
1899 102.3 103.2 101.5 99.0 107.1 
1900 103.0 105.0 101.4 99.1 139.9 
1901 104.0 106.0 102.5 100.6 153.7 
1902 105.4 107.2 103.3 101.2 188.7 
1903 109.1 110.7 109.1 103.6 203.5 
1904 111.6 114.2 113.3 104.3 235.3 
1905 112.7 115.5 116.0 104.8 252.3 
1906 111.9 116.8 117.0 105.6 295.8 
1907 116.3 122.2 125.3 111.1 345.6 


1 Based on Seventeenth Annual Report of the Interstate Com- 
merce Commission on the Statistics of Railways in the United States, 
pp. 44-48, and Twenty-first Annual Report, pp. 48-52. 

2 Based on Mitchell, W. C. Business Cycles, Berkeley, Calif, 
1913, p. 200. 


Labor’s Share in the National Income 


Certain doctrines currently held respecting the post-war 
period as compared with the previous period are on their face 
wrong. Thus, the notion that labor was getting a progres- 
sively smaller share of the total national dividend and, con- 
sequently, was progressively unable to buy an adequate 
amount of goods to prevent underconsumption,' must be 
upset by the following figures: 


Relative Shares of Major Claimants in Income from Current 
Production of Goods and Services, 1909-29? 
(As Percentages of Total Income Produced) 





Individual Enter prisers, Employees* 
Investors and Property 
Year Holders, BusinessSavings Wages Salaries Tetal® 
1909 45.6 33.0 15.6 54.4 
1910 44.2 38.3 16.0 55.8 
1911 43.2 39.0 16.9 56.8 
1912 44.4 38.3 16.5 55.6 
1913 43.5 39.1 16.5 56.5 
1914 42.6 38.4 18.0 57.4 
1915 45.0 37.3 16.8 55.0 
1916 48.7 35.7 14.5 51.3 
1917 49.7 34.6 14.9 50.3 
1918 43.1 36.0 19.3 56.9 
1919 44.6 36.1 18.1 55.4 
1920 37.2 43.9 17.4 62.8 
1921 31.3 44.3 22.5 68.7 
1922 36.7 41.2 20.2 63.3 
1923 37.3 42.0 19.2 62.7 
1924 36.4 41.5 20.3 63.6 
1925 33.3 40.5 19.8 61.7 
1926 36.2 41.8 20.5 63.8 
1927 35.4 41.3 21.7 64.6 
1928 36.5 40.0 22.1 63.5 
1929 34.9 42.1 21.7 65.1 


1The notion that the period 1922-29 exhibited a progressive 
“oversaving” rests as we have shown in The Chase Economic 
Bulletin “Eating the Seed Corn,” Vol. XVI, No. 1; especially pp. 
23-30 on the failure to distinguish between bank expansion and real 
savings. 

2 Based on the table on p. 158 of Leven, Moulton and War- 
burton, America’s Capacity to Consume (Washington: The Brook- 
ings Institution, 1934). 

3 The totals include pensions, workmen’s compensation, etc. 

*“Salaries” in this table were received in 1929 by 11,500,000 
persons. The average salary was $1,608 a year. 
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Over the decades, the interests of labor are bound up 
with three major factors: (1) a retardation in the growth 
of population through voluntary limitation on the size of 
families and through immigration restriction, holding down 
the supply of labor; (2) the accumulation of capital, in- 
creasing the demand for labor; and (3) the progress of 
technology. These things are overwhelmingly more important 
than all that labor legislation can do and all that labor 
unions can do. If men are scarce and dear, and capital, 
natural resources, technological equipment and technological 
ideas are abundant, wages will be high, men will be in de- 
mand, and the worker’s share in the total product of industry 
will be relatively great. 


One Big Post-War Change—Reduced Immigration 


We have, in fact, in the post-war period, one new fac- 
tor, to which, strangely enough, the new economics has made 
very little reference, namely, our radical change in immigra- 
tion policy, but which, in itself, accounts for not a few of 
the puzzling phenomena that post-war statistics reveal. 


The effect of the cessation of immigration during the 
War and the legal restriction of immigration in the period 
that followed the War upon the wages of American labor 
is impressive. Wages shot up with great rapidity during the 
War, moving upward as prices rose. When prices fell in 
1920-21, wages reacted, but not nearly so much as prices, and 
then, though commodity prices stayed down, wages rose again 
until, by 1929, they were once more at the 1920 peak. 


Index Numbers of Wages Per Hour and Wholesale Prices 


Wages perHour Wholesale Prices 
(exclusive of (all 
Year agriculture) commodities) 
1914 100 100 
1915 101 102.1 
1916 109 125.6 
1917 125 172.5 
1918 159 192.8 
1919 180 203.5 
1920 229 226.7 
1921 214 143.3 
1922 204 142.0 
1923 213 147.7 
1924 219 144.1 
1925 222 152.0 
1926 225 146.8 
1927 226 140.1 
1928 227 143.5 
1929 228 141.7 


1U. S8. Bureau ef Labor Statistics, bases changed. 


In the period before the War, on the other hand, when, 
in a good year, we would bring in a million immigrants, in- 
cluding a very high percentage of young men and women 
ready to work, the wage advance was much slower. 


Index Numbers of Wages Per Hour and Wholesale Prices’ 


Wages per Wholesale 

Year Hour Prices 
1896 100 100 
1897 100 100.1 
1898 100 104.3 
1899 101 112.3 
1900 106 120.7 
1901 107 118.9 
1902 112 126.5 
1903 116 128.2 
1904 116 128.3 
1905 119 129.2 
1906 123 132.8 
1907 129 140.2 
1908 129 135.1 
1909 130 145.3 
1910 135 151.3 
1911 138 139.4 
1912 141 148.6 
1913 145 149.9 
1914 148 147.1 


1U. S. Bureau of Labor Statistics, with bases changed. 


Writing in early 1923, the present writer pointed out 
that our changed immigration policy meant a much less 
elastic labor supply than we had been used to, and a much 
more rapid rise in wages. He pointed out that it would be 
necessary to economize labor and to use land, natural re- 
sources and capital more lavishly in relation to labor. He 
indicated that the relative scarcity of labor would, of itself, 
compel the substitution of a great deal of labor-saving 
machinery for hand labor.* 

“In principle, there are very many operations now per- 
formed by hand, which can be taken over by a machine. 
Whenever a mechanical operation calls for a fairly monot- 
Onous repetition of relatively simple operations, a machine 
can be devised for performing it. The question of whether 
a machine will be used or hand labor used is primarily a 
question of comparative costs—the cost of the machine as 
against the wages of labor. Machine stoking of furnaces, for 
example, has been in use in many places for a great many 
years. Rising wages of hand stokers will lead to the substitu- 
tion of mechanical stoking in many more places, as it will 
lead to the substitution of oil-burning for coal-burning en- 
gines in many cases. 

“Apart from the introduction of labor saving machinery, 
there is a great deal of labor saving possible by improved 
managerial methods—the substitution of the brains of man- 
agement for the muscles of labor. Rising labor costs force 
problems of this sort increasingly upon the attention of 
management, and these problems will be solved—in time. 
Similarly, in agriculture, with labor shortage, we shall be 
driven to the increased use of farm machinery, to spreading 
labor more thinly over the areas that are cultivated, and to 
the abandonment of that land which is least fertile or least 
advantageously situated.” 

He pointed out that expanding industry in the United 
States, under post-war conditions, could add to its labor sup- 
ply only at the expense of other industries when the point 
of full employment was once reached, which meant particu- 
larly that in the United States agriculture would lose labor 
to the cities. These suggestions were abundantly verified in 
the period that followed. Unable to draw in labor in accus- 
tomed volume from Europe, expanding occupations in the 


1The Chase Economic Bulletin, “Underlying Factors in the 
Business Situation,” Vol. 111, No. 1, March 27, 1923. 
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United States drew labor from the farms. The farm popula- 
tion declined, not because it was driven out of agriculture, 
but because it was lured into other activities by rising wages. 
One consequence was increased difficulties, through higher 
labor costs, for farm proprietors. Agriculture and bituminous 
coal mining lost workers.’ Manufacturing, for a period of 
four years, showed an actual decline in the number of 
workers, as shown by the following table, although this ten- 
dency was reversed between 1927 and 1929. 


Wage-earners in Manufacturing Industries 1923-1929' 


W age-earners 


Year (Average for the Year) 
oss ee Te 8,778,156 
a 8,384,261 
ok ohn sik hve Gist ta wll ack 8,349,755 
Si iow sneha wsenenicaesee 8,838,742 


1 Biennial Census of Manufactures, 1931, p. 20. 


Pushed Out or Pulled Out? 


This decline in the number of manufacturing workers 
during these four years has been seized upon by certain writers 
as evidence of technological unemployment. Were workers 
forced out of manufacturing, or were they lured out, pulled 
out by other expanding occupations? Where did they go? 
The answer is very clear. Through the whole of this period 
wages rose, year by year, in manufacturing and in the general 
field of labor. This, in a labor market as flexible and as 
competitive as our labor market then was, is absolutely in- 
compatible with growing unemployment. If the factories had 
excess labor that they were dismissing, they would not be 
raising wages. Where did the workers go? The answer is to 
be found in many things, and first in the great increase in 
the service industries. Our people wanted garages and filling 
stations. They wanted new roads built. Our women, includ- 
ing the working women themselves, on a great and growing 
scale, wanted beauty parlors. Concern for the esthetic side 
of life spread amazingly throughout the whole of our work- 
ing population in the period that followed 1914, and very 
especially, the period that followed 1923. We saw it in de- 
velopment of a demand for silk stockings on the part of 
working women during the War, in the widespread use of 
beauty parlors, in the demand for graceful lines in cheap 
automobiles, which culminated in the embarrassment of a 
great automobile company when it too long resisted the pop- 
ular demand for more than utility in its cars. It manifested 
itself also in an immense demand for education, and one of 
the major places to which our people went from factory labor 
and farm labor was to school. The growth of the school 





1 The bituminous coal miner is slower than almost any other 
element in our population in shifting his occupation. He, like the 
master craftsman at the beginning of the industrial revolution, has 
a long, specialized training, and he seems reluctant to learn a new 
task or to go to a changed environment. 


population from 1920 to 1930 is a very striking development. 


School and College Enrollments in the United States’ 


1900-1930 
Kindergarten and College and 
Year Elementary Secondary Normal 
1900 16,224,784 695,903 237,592 
1910 18,449,828 1,111,393 355,215 
1920 20,894,171 2,494,676 597,682 
1930 23,588,479 4,799,867 1,085,799 


1 Statistical Abstract, U. S. Dept. ce’ ‘ommerce, 1935, p. 108. 


The restriction on immigration, slowing down the 
growth of population, led to a great increase in the wages of 
the individual man, and this, in turn, led to a further restric- 
tion of the labor supply, because it made possible for his 
children more years in school and less years in industry. 


Hours of Labor 


The growing economic surplus which the accumulation 
of capital and the improvement of technology made through 
the whole of the period since 1900 has manifested itself in 
many gains for labor. Hours of labor declined from 57.3 a 
week in 1900 to 49.8 a week in 1926.? 


Child Labor 


Child labor apart from agriculture had become virtually 
a disappearing problem by 1930, partly through legislation, 
but even more through the increased family incomes which 
made it unnecessary. 


Number of Children 10-15 Years of Age (i.e., Under 16) 


Gainfully Employed in the United States 
1910-1930, By Occupation’ 


Occupation 1930 1920 1910 
FE CIDE oon nck i coe nodes 667,118 1,060,858 1,990,225 
(ee eee 469,497 644,174 1,427,580 
Manufacturing and Mechanical In- 

MIE Fas. at pee ce ae xing is 68,266 185,652 262,123 
| RE ea hee ay Cea ae 49,615 63,724 70,789 
Domestic and Personal Service..... 46,145 54,006 112,155 
Moe cio eae ea a ae ote a Nh 16,802 79,784 70,912 
NN — 5 Sia a! wax ovis Ok WekkSon esate 16,793 33,518 46,666 


1 Figures from the Census of the United States 1930—Vol. P., 
346, 


Recent Changes in the Work of Women 


The position of women engaged in making a living 
improved greatly from 1910 to 1930. The percentage of 
women in the harder occupations tended to diminish. The 
number of women, for example, doing agricultural labor de- 
creased from a total of 1,806,624 in 1910 to 909,939 in 1930. 
Women were relatively less important in manufacturing in 
1930 than they were in 1910. In 1930, only 17 per cent of 
the total of women workers were in mechanical and manu- 
facturing industries, while in 1910 22 per cent were so 
occupied. 

At the same time, the growth in the number of women 
in the lighter, more interesting, and better paid occupations 
was very rapid. Office workers, such as stenographers and 
typists increased from 263,315 to 775,140; telephone oper- 
ators from 88,262 to 235,259. In the fields of domestic and 


2 Douglas, Real Wages in the United States, p. 208. 
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personal service, there was a marked shift from the heavier 
to the lighter occupations; laundresses, for example, decreased 
from 520,004 to 336,468; while laundry operatives increased 
from 76,355 to 160,475. Women cooks increased only 11.3 
per cent in these twenty years. The most pronounced in- 
creases were in the professional and semi-professional field. 
To mention only a few, trained nurses increased from 76,508 
to 288,737; women authors, editors and reporters increased 
from 6,239 to 17,371; women bankers, brokers and money 
lenders from 2,634 to 9,192; women in public service from 
4,836 to 17,583; and women lawyers and judges from 558 
to 3,385." 
Public Policy and the Interests of Labor 


Evils and abuses we have in our economic order, and a 


wise social policy will seek to eradicate them. But a wise 
social policy will not interfere with the efficiency of industry, 
the growth of technology, the flexibility of the markets, in- 
cluding the market for labor, and the accumulation of capital. 
Social policy aimed at evils and abuses, which introduces 
rigidities into the industrial system, which slows down tech- 
nological advance, which checks the accumulation of capital 
and which limits the initiative of business enterprise, will 
do so much more harm than good to the interests of labor 
itself that it would be incredibly short-sighted for us to adopt 
it. A wise public policy will work with and not against 
the great dynamic forces, which, since the beginning of the 
Industrial Revolution, have been lifting the masses of men 
out of starved, narrow, stagnant and brutal lives. 


Five Ringing Decisions 
THE MEANING OF THE NATIONAL LABOR RELATIONS ACT VICTORY 


By ROBERT F. WAGNER, U. S. Senator, New York 
Over NBC, from Washington, Apr. 12, 1937 


sustained in full the National Labor Relations Act. 

Not only did the court hold that the act as applied 
was well within the power of Congress; but what is infinitely 
more important, the court held that the act represented a 
bulwark of industrial peace and economic justice. 

In my opinion, not since John Marshall handed down 
his famous decisions over a century ago, has there been so 
significant a step taken by our highest tribunal. Not more 
than three times in our history, have we by peaceful means 
won so important a victory for the average citizen. 

Three years ago, I commenced the struggle for the en- 
actment of the National Labor Relations Act. 

The principles of my proposal were surprisingly simple. 
They were founded upon the accepted facts that we must have 
democracy in industry as well as in government; that democ- 
racy in industry means fair participation by those who work 
in the decisions vitally affecting their lives and livelihood ; 
and that the workers in our great mass production industries 
can enjoy this participation only if allowed to organize and 
bargain collectively through representatives of their own 
choosing. 

These vital standards of industrial liberty for the com- 
mon man have been part of our American heritage of ideals 
for more than 100 years. They have been accepted by men 
and women of every political faith and economic philosophy. 
It seems inconceivable to me that anyone would arise openly 
to challenge these principles. 

But when I made the effort to get these principles em- 
bodied in an act of Congress I was confronted by the most 
difficult fight in my whole publiz career. 

The powerful few who could benefit by keeping the 
worker disorganized and helpless rallied to the attack. Others, 
sincere in mind but misguided in fact, yielded to the torrent 
of misleading propaganda. But despite the bitter and relent- 
less campaign against it, the act was finally passed, because 


Tessie in five ringing decisions, the Supreme Court 


1Census of the United States, Vol. 5, 1930, pp. 39 to 49. 





the Congress and the country recognized the imperative need 
for democracy in industry. 


No sooner was the act passed than its fair principles 
were assailed upon a different front. A small group of private 
lawyers, fifty-three in number, took upon themselves the re- 
sponsibility to usurp the functions of the Supreme Court 
and declare the act unconstitutional in toto. A small minority 
of large employers banded together, in the very collective 
action which they denied to workers, and defied the law with- 
out even resorting to the courts. 


A few judges in our lower courts, with narrow and out- 
worn concepts of the economic world in which we now live, 
held that the act could not be constitutionally applied to in- 
dustries represented by huge motor and steel concerns ship- 
ping their products from coast to coast. Realism gave way 
to legalism. 

What were the consequences ? 

Just as I and many others had predicted, the denial of 
these basic industrial rights produced industrial strife. This 
strife was further aggravated by the employment of hired 


spies, by the creation of fictitious company-dominated unions, * 


by discrimination and discharge for union membership, by 
terrorism, and by all those other practices which the National 
Labor Relations Act sought to prevent. 

Thousands of men quit work. Millions of dollars were 
lost. Bloodshed was threatened. Commerce was stopped. The 
whole nation watched with bated breath while the dire con- 
sequences of this strife remained uncertain and unpredictable. 

Then what happened ? 

Even before the Supreme Court had a chance to act 
upon the National Labor Relations Act, compacts of peace 
were signed by Chrysler and General Motors. The peace 
terms embodied the very principles of just dealing and fair- 
ness in industry which were written into the National Labor 
Relations Act. 

Slowly the public learned the truth: That there would 
have been no strife if the law had been obeyed; that the strife 
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could have been cut shorter if the labor board had been able 
to act; and that the board was unable to act, not for the 
reasons given by some of its critics, but because it was tied 
up by the courts in the very jurisdictions where action was 
necessary. 

The next step came today, when the Supreme Court 
upheld the National Labor Relations Act in all five of the 
cases before it. 

What is the significance of these decisions? 


First of all, the Supreme Court has put aside the nar- 
row notion of the horse-and-buggy days, that the Federal 
Government can act only in a narrow and artificial sphere of 
supposed “interstate commerce.” 

It has accepted the broader view that our nation-wide 
social and economic system makes it imperative to treat that 
system on a national scale if the system is to be preserved 
at all. Accepting an outlook which I and others have urged 
for years, the court today refused “to shut our eyes to the 
plainest facts of our national life and to deal with the ques- 
tion of direct and indirect effects in an intellectual vacuum.” 


In holding that what happens in our great manufacturing 
industries is of national import, the court has performed an 
act of industrial statesmanship ranking alongside the work 
done in the days of John Marshall. 

These decisions by the Supreme Court that the National 
Labor Relations Act is constitutional, important though they 
are, remain far less significant than the finding by the court, 
unanimously, that the act is fair and honorable and the only 
real basis for industrial peace. 

Every one of the trite and hollow arguments against 
the act, raised by the enemies of the worker and by others who 
have been honest but misguided, are brushed aside by the 
logic and wisdom of the court’s decision. The claims that the 


act is “one-sided,” that it forces one party alone to make and 
keep contracts, that it does not go far enough, that it favors 
the worker above the employer, that majority rule is unfair 
—all these claims are punctured completely by the court. 

The decisions trace the history of industrial relations 
in the United States and come to the conclusion that only 
by observing the principles of the National Labor Relations 
Act can we have peace. 

Moreover, in approving the law, the court took occasion 
to approve all those who are administering the law. The 
court said that the proceedings of the National Labor Re- 
lations Board throughout have been fair and impartial; that 
the board’s decisions have been based upon substantial evi- 
dence and that the board is a forum before which all parties 
can submit their difficulties with assurance of fair treatment. 

Now that the Supreme Court has sanctioned the Na- 
tional Labor Relations Act and approved the board adminis- 
tering it, let employers and workers come freely before the 
board with their difficulties. 

Contrary to the propaganda, either side is at liberty to 
do so. No one has been repulsed who has tried sincerely to do 
so. Let no one any longer take the law into his own hands, 
through self-appointed interpreters of what the Constitution 
means, through hired police or spies, or through any pre- 
cipitate and unreasonable resort to force of any kind. 

Let every one read the decisions of the Supreme Court 
itself, and after having read the decisions, let every one 
accept the underlying principles of democracy and fair dealing. 

Now that the court has acted so wisely and so well, a 
new prospect is opened to peace and decent relations through- 
out our nation-wide industries. A pathway to industrial accord 
and economic progress has been cleared. Let industry and 
labor march along that path together toward a clearer atmos- 
phere of mutual understanding and good-will. 


Your Securities: Their Future Protection 


NEW AREAS OF DYNAMIC ADMINISTRATIVE CONTROL OF FINANCE 
By WILLIAM O. DOUGLAS, Commissioner, SEC 


Before Graduate Schools of Public Affairs of American University and Department of Agriculture, Washington, D. C., 
Apr. 17, 1937 


infancy in this country. Aside from control by the 
Interstate Commerce Commission in the railroad 
field and apart from significant advances by some states, 
administrative control over finance had its real commence- 
ment on a national scale less than four years ago with the 
Securities Act of 1933, followed by the Securitic: Exchange 
Act of 1934, and the Public Utility Act of 1935. Those acts 
were born of a desperate situation in which a nation of inves- 
tors had suffered untold losses as a result of secretive, exces- 
sive and fraudulent practices of promoters, bankers, and 
issuers. There was a grim realization that protection against 
social disintegration depended on at least a mitigation of such 
capital waste, since such waste bred insecurity and instability ; 
and the latter, distrust in the efficacy of government. 
Prior to 1933 there was little control over the processes 


A stay in this co control over finance is in its 


of capital assembly. Such few state laws that afforded a 
measure of protection and safety could not function effectively 
as against a national problem. The imaginary or jurisdictional 
lines of the states constituted real and effective barriers to 
single or collective state action. Though they could control 
intrastate transactions, they were largely powerless when an 
operator moved beyond the state lines and used the mails 
and agencies of interstate commerce to operate intrastate. 
Furthermore, the states themselves were creating the condi- 
tion which was overpowering them. In an orgy of competition 
they were producing laxer and laxer corporation laws, the 
fons et origo of the vehicles for capital waste. These corpo- 
ration laws ran mostly in one direction—greater freedom and 
choice for promoters, bankers and issuers; less protection for 
investors. They were born of the desire of management and 
finance for greater power over other people’s money, and for 
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avoidance of the principle that corporate powers are powers 
in trust. As one writer has put it, “The Mt. Sinai of corpo- 
ration law is now located in Delaware, although the Moses 
to whom the revelations are made is said to come from New 
York City.” 

Under this competitive and uncontrolled condition, a 
degree of lawlessness was created. Security holders, widely 
scattered and inert, had no means of effective control over 
the bureaucracy of management and finance. No administra- 
tive agency existed which could give investors any degree of 
protection. From this condition of lawlessness, the striker or 
shyster emerged and provided a degree of control. Though his 
objective was not social justice but blackmail or satisfaction 
of merely fancied wrongs, he supplied some deterrent to ex- 
cessive practices. His roving presence struck fear in the hearts 
of management and finance. They measured in advance the 
vulnerability of their transactions at his hands. His systematic 
raids doubtless lowered somewhat even the fast tempo of 
finance and prevented the exaction of even greater tribute 
from investors. The annual toll which he levied was probably 
great; but as unethical as were his practices, the price was 
probably not excessive in terms of the going rate among finan- 
cial adventurers. 

These basic conditions, of course, remain the same. There 
is, however, one significant difference today from the condi- 
tions which existed during the last boom. The Securities Act 
of 1933 stands at least as a partial deterrent to extravagant 
practices. As such it should provide a degree of stability lack- 
ing in the old order. The advances which it has made are 
modest but nevertheless important. During the World War 
we had a Capital Issues Committee, providing control over 
the issuance of securities. During the few months of its ex- 
istence, it disapproved about $450,000,000 of proposed issues 
on the ground that they were not in accord with the govern- 
ment’s effort to conserve capital and resources for the purpose 
of winning the war. But the Commission is not analogous to 
such a commttee; nor is the Securities Act of 1933 a vehicle 
for economic planning; nor do I suggest that it be transformed 
into such. That Act is restricted in purpose and effect to the 
prevention of fraud and to the disclosure of the truth. Once 
the truth is disclosed (and absent fraud), the powers of the 
Commission cease. Industry then can sell what it pleases. The 
investor takes the chance on the purchase; promoters, direc- 
tors, appraisers, auditors must undertake the risk that the 
representations are in fact true. 

Limitations on the powers of the Commission, inherent 
in such kind of control, are apparent. Thus, it can reasonably 
be predicted that in certain types of small issues, over 85 per 
cent of the registered securities on the average will not be 
sold—a matter made more predictable perhaps by reason of 
the full disclosure required by the Act. Since these are pro- 
motional and highly speculative issues, it follows that the 
15 per cent which were sold will represent a total capital waste 
so far as the investors are concerned in view of the fact that 
the proceeds from that 15 per cent may do no more in some 
cases than pay the promotional costs. Whether many of these 
enterprises would have any real opportunity to succeed, even 
if the entire issue were sold, is doubtful. But I mention this 
situation merely to illustrate the point that the Commission 
is not in theory or in practice an agent for economic planning. 
Whatever may be our doubts as to the wisdom of tapping 





capital resources for particular enterprises, there is no power 
or control over the flow of capital into particular industries 
except and unless misrepresentations or omissions of material 
facts give us the power and impose on us the duty to prevent 
certain issues from being offered. There is not even the power 
to protect the group which purchases the first 15 per cent of 
the offering by requiring that the proceeds of the sales be 
impounded until it is reasonably certain that enough of the 
offering will be sold to supply the new company with adequate 
capital. 

Another illustration of the sort is frequently provided in 
cases where the insiders put up practically no money, most 
of it being obtained from the public. On the other hand, the 
public gets only a small part of the profits. Thus, in the case 
of a recent investment trust, millions of dollars were raised 
through “A” stock and a few thousand shares of “B” stock. 
The “A” stock was sold for $50 a share; the “B”’ stock was 
sold to insiders for $1 a share. The “B” stock had complete 
control. The few thousand shares of “B” stock were entitled 
to share with the “A” stock in the surplus. $15 out of every 
$50 received on the sale of “A” stock went into surplus. 
200,000 shares were sold, making the surplus $3,000,000. If 
the company were immediately liquidated, the “B” stock- 
holders who paid a few thousand dollars would have received 
one and a half million dollars. You may say that such a set-up 
does not satisfy the broader objectives of regulation and 
should not be tolerated. You may also maintain that such 
a proposition fails to show the proper responsibility on the 
part of corporate promoters and managers and that such an 
arrangement is an easy and convenient vehicle for capital 
waste. But here again the Securities Act does not purport or 
attempt to remake or refashion corporate laws. There is no 
power or jurisdiction in the Commission under that Act to 
require Or insist on more adequate protective clauses in 
charters or indentures. The power is restricted to prevention 
of the use of misleading or false representations as to the true 
nature of such protective clauses as are present. 

The disclosure required by the Securities Act is not de- 
signed merely to protect investors against fraudulent misrepre- 
sentations; it is built upon the basic premise that prospective 
investors ought to be supplied with reliable information to 
assist them in forming an independent opinion as to the 
merit of the securities. But limited as the Act is in its objec- 
tives and modest as it is in its claims, power does exist to 
supply a direct or indirect healthy conditioning influence over 
the capital markets. This is evidenced not solely by the 126 
stop orders which have been issued against prospective issuers; 
nor by the fact that 211 firms and individuals have been 
permanently enjoined; nor by the 77 criminal convictions 
which have been obtained; nor by the fact that the Act has 
directly prevented over 75 million of new issues, and has 
indirectly at least prevented the issuance of about 200 million 
more. It is also seen in the higher standards which have been 
created for accountants, whereby only those who are inde- 
pendent of the issuer can certify the balance sheets. It is alsa 
seen in the important work which lies ahead, of perfecting and 
classifying accounting principles, so that there may be not 
only a greater uniformity in practice, but an adoption of more 
conservative practices which make it less likely that investors 
will be the victims of accounting legerdemain. And it is 
noted in the hesitation of issuers to indulge in excessive prac- 
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tices which must soon be disclosed. Such matters as these spell 
advances over past practices; they still afford great possibili- 
ties for effective administration even within the limited orbit 
set by the Securities Act. 

Within that narrow orbit a dynamic administration is 
necessary because of the kaleidoscopic nature of the various 
phenomena of the capital markets and of the inventive genius 
of finance and its lawyers. I mention the lawyers because of 
their great capacity for finding convenient excuses for the 
clients placing their own immediate ends above the public 
interests, and because, in their eagerness to serve their 
clients’ selfish objectives, they have frequently become, to use 
the words of Mr. Justice Stone, “the obsequious servant of 
business.” This inventive genius shows signs already of de- 
veloping techniques for telling the truth in devious and ob- 
scure ways. Recently increasing attempts have been made to 
“expertize’” wide ranges of facts in the registration state- 
ment. This is on the theory that there is less likelihood of 
liability on the part of underwriters if they can rely on state- 
ments of experts. Such attempts if successful would entail 
a substantial recession from the advance which has been made 
and would allow underwriters, for all practical purposes, to 
circumvent the spirit and the letter of the Act. 

Another current illustration is seen in connection with 
fractional undivided interests in oil or gas rights, included 
in the Act by the 1934 amendments. These rights, known as 
oil and gas royalties, are interests in the oil and gas which 
lie in and under, or which may be extracted from, a specified 
tract of land. For a number of years there has been consider- 
able traffic in oil royalties in the mid-continent oil fields; 
and for many years the purchase and sale of, and traffic in, 
oil royalties was limited almost exclusively to those sections 
of our country where the oil fields were to be found. Of late 
years, traffic in oil royalties has increased in volume to an 
almost unbelievable figure. This tremendous increase can be 
attributed in a very large measure to that great horde of 
exceedingly energetic and resourceful individuals who style 
themselves oil royalty brokers or oil royalty dealers. Vast sums 
of money change hands in a year’s time in the oil royalty 
business, and it is only natural that many individuals, some 
with—but most of them without—any practical knowledge 
or sound appreciation of the true value of oil royalties, should 
be attracted. Many of the dealers or brokers, however, were 
soon disillusioned because they were not long in discovering 
that the buyers of oil royalties in the mid-continent oil fields 
area were not only thoroughly familiar with oil royalty 
values, but were also shrewd purchasers, and allowed very 
little, if any, margin as profit or commission for the broker 
or dealer. To survive, the brokers and dealers were forced 
to look far afield for purchasers of oil royalties who were not 
so well informed of true values, and who were not cognizant 
of the hazards attendant upon an investment in oil royalties. 

Within the past few years, oil royalty brokers and dealers 
have descended in great numbers upon the metropolitan areas, 
looking for more fertile fields in which to create a market for 
oil royalties. The single word “oil” affords to the usual high- 
pressure salesman all the foundation necessary upon which to 
construct a glamorous tale of great profit and extreme wealth. 
The promoters and the brokers and dealers soon learned that 
the uninformed investors and purchasers constituted an easy 
market and made possible a long profit; so much so that the 


greed of the promoters soon turned the oil royalty business 
into what has been several times described as nothing less 
than a racket. 

For resourcefulness and ingenuity the promoters of oil 
ventures are probably second to none. It was soon discovered 
that a vast number of people residing in the metropolitan 
area, far removed from the oil fields, were not familiar with 
oil royalties, as such. The term meant little to them, because 
they had been reared and educated to believe that an invest- 
ment in any so-called security was not truly an investment 
unless ownership thereof was evidenced by a certificate of 
stock, a certificate of beneficial interest, or by some other 
familiar type of instrument. Not to be outdone, the promoters 
and the brokers and dealers who were looking for any easy 
market and a long profit, conceived the idea of depositing 
oil royalties with a trustee and issuing them certificates of 
interest or participation, each of which represented an un- 
divided fractional interest in all of the oil royalties so de- 
posited. Thus the “oil royalty trust” was conceived. This type 
of investment proved more attractive to the investing public 
in the metropolitan areas than did the purchase of an oil 
royalty, even though it afforded less security in many instances. 
To the promoter and to the brokers and dealers, the innova- 
tion was even more attractive, because it was soon found that 
by issuing the certificates of participation in small denomina- 
tions, the oil royalties could, in fact, be sold for several times 
the amount for which they could have been marketed if sold 
simply as oil royalties. Again the easy market, the long 
profit, and the greed of those promoting such enterprises soon 
developed what has been referred to many times as the oil 
royalty trust racket. Almost over night the metropolitan areas 
were flooded with oil royalty trusts, and many of these ques- 
tionable ventures assumed high-sounding names. 

Again, as the Commission has made the promotion of un- 
desirable oil royalty trusts an unhealthy venture for the un- 
scrupulous promoter, he has moved on looking for other ways 
and means to accomplish the same result. It appears now that 
the most recent scheme conceived is that involving the sale 
of oil and gas leases. Perhaps he has seized on this device 
with the hope that such a lease will not be construed as a 
security under the Act. Under this plan of operation, the 
promoter usually acquires, for a negligible sum, an oil and gas 
lease upon a vast tract of arid land which may have no oil 
possibilities whatever. Seldom, if ever, does this lease cost the 
promoter in excess of a few cents per acre, but he, in turn, 
paints a glamorous’ picture of the great wealth which may 
follow the purchase of an interest, under that lease, to a 
specifically described l-acre, or 5-acre, or 10-acre tract of 
land. In a great number of the instances which have come to 
the attention of the Commission, the investor pays from 
twenty-five to thirty-five dollars per acre for his lease, and 
in return he receives an assignment of the underlying lease 
as it relates to a specifically described tract of land. Upon 
conclusion of the transaction, the promoter has profited al- 
most to the full extent of the sale price, and the investor stands 
in the enviable position of having acquired the privilege of 
drilling an oil well upon his small tract of land provided he 
has the inclination and the necessary forty thousand or fifty 
thousand dollars with which to do so. When you realize that 
some of the enterprises being so promoted consist of tracts 
of land containing anywhere from twelve to fifteen thousand 
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acres, you can well appreciate the incentive for such activities 
on the part of those promotionally inclined. 

These illustrations supply examples, in one narrow and 
restricted field of finance, of the rapidity of the rate of 
change in financial practices and of the inventive genius of 
those who live on other people’s money. If government is to 
keep up with such change, it becomes clear not only that 
dynamic administration is essential but also that new and 
constantly changing administrative devices and techniques 
must be forged. Therein lies the virtue of administrative 
control. It can operate interstitially where the heavier and 
more laborious court processes cannot reach. It can supply a 
degree of expertness necessary for nice adjustments between 
the legitimate and the illegitimate and for precision in reach- 
ing the true problem. It can function flexibly and make ready 
adjustments in light of the rate of change in institutional 
practices. 

Dynamic administration, however, calls for more than 
faithful performance of today’s job. The administrative task 
today is in large measure preparation for the administrative 
task tomorrow; preparation for the work that lies ahead is 
today’s foremost accomplishment. I have mentioned above 
that administrative control over finance is in its infancy. I 
think that beyond the present horizon lie vast areas where 
constructive work can and will be done. I believe that in the 
decade which lies ahead we will see significant advances in 
the direction of even greater control in this field, whether 
it be by the states or by the federal government. These de- 
velopments will not, I think, be left to chance nor be applied 
merely as antidotes to cyclical trends. I think they will be 
pressed on us by the insistent demands of a nation more and 
more enlightened in the art and responsibilities of democratic 
government. Certain it is that a narrow legalistic conception 
of an act like the Securities Act of 1933, the Securities Ex- 
change Act of 1934 or the Public Utility Act of 1935 will not 
suffice for effective administration. That is not to say that 
powers granted for one purpose should be promiscuously em- 
ployed to reach objectives beyond the clear intendment of the 
law-making body. But it does mean, in the first place, full use 
and development of the powers granted, so that their enforce- 
ment may embrace not only the letter but the spirit of the 
particular statute. In the second place, it means constant re- 
search and study on the periphery of present grants of power, 
so that constructive advances may be quickly and intelligently 
made beyond the present horizons of control when necessity 
dictates. Only by such constructive measures and planning can 
investors be assured of an active, vigilant and aggressive 
agency, alert to the necessities of today and sensitive to the 
requirements of tomorrow. In other words, it would be the 
part of folly to conclude that all is well because a Commission 
has been created in Washington. From the view-point of 
investors, while there is more assurance now that fewer 
gross frauds will be perpetrated, it would be foolish to assume 
that the capital markets have become safe by reason of the 
existance of the Commission. From the point of view of an 
agency like the Commission, it would be, in my personal 
judgment, likewise foolish to assume that responsibility ends 
with doing the restricted task which has been assigned. The 
mandates for dynamic administration make of transcending 
importance the preparation for the tasks which lie ahead. 

High finance may obtain little comfort from this phi- 





losophy. It would welcome assurances that the Commission’s 
task ends with the strict legal powers which the Commission 
has. It would receive great comfort from the thought that a 
narrow administrative viewpoint would be taken. But in my 
personal judgment, responsive and responsible administratior. 
can and will give no such assurance. If present legal powers 
are lacking, it is my individual opinion that additional ones 
must be obtained. This to me is necessary not only because 
the economic and social conditions change, but also because 
with the aid of astute lawyers, high finance has almost unlim- 
ited ability to circumvent any legal system of control which 
may be designed. This means that there must be an inventive 
genius on the part of government to match the inventive genius 
of high finance and to forge new techniques where the present 
ones are inadequate. The short history of administrative 
agencies in this country clearly demonstrates that there neither 
is nor can be uniformity in administrative techniques necessary 
and appropriate for handling the intricate problems of finance. 
And no academic or theoretical conception of powers but the 
pressure of facts alone can produce the essential motif. Adher- 
ence to an abstract conception would make of the administra- 
tive process a blunt and clumsy procedure for this’ work-a-day 
world. It would sacrifice the experiences of life for a logician’s 
symmetry. What is necessary for a tax commission would fail 
utterly in control of diseased cattle. What is appropriate for 
insurance would be inadequate for securities. 

I have spoken of the virtues of disclosure of the truth 
in securities. Important as that is to the long term needs of 
the capital markets and to the immediate needs of investors, 
it is readily recognized that it is of limited utility and that in 
certain situations more drastic and fundamental changes are 
needed. Thus, in the case of the Securities Exchange Act of 
1934, disclosure was supplemented by regulatory powers over 
securities transactions and over national securities exchanges. 
Likewise under the Public Utility Act of 1935, broader 
powers over capital structures, over the provisions of securi- 
ties and the like were granted the Commission. A like situation 
is indicated by the unheathy condition of corporation statutes, 
which I have already mentioned. These still constitute the 
most productive incubator for high finance. Here it is not 
enough that disclosure be made of the vast powers of man- 
agement; it is essential that these powers be curtailed in the 
public interest and for protection of investors. To that end 
perhaps we will have before long federal incorporation. Or 
perhaps we will move on a more evolutionary route and make 
a first and final effort at effective state control by imposing a 
federal tax on migratory corporations and thus localize the 
problem and make it susceptible to state control, which it is 
not today. 

Another illustration may be drawn from the reorganiza- 
tion field, where the Commission has been making a study 
and investigation of protective and reorganization committees. 
Many committees are required to register under the Securities 
Act and to disclose in the registration statement the truth 
as to their organization, their affiliations and their plans. But 
in these reorganization situations, mere disclosure does not 
secure that degree of protection of investors which is both 
essential and feasible. When a default occurs, investors have 
little freedom of choice but to go along with those who, self- 
constituted and self-appointed, announce themselves as their 
protectors. The wide dispersion of securities is alone a great 
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deterrent to effective mobilization of the security holders in 
their own interests. Add to that, an inertia of security holders 
and a lack of acumen and ability on their part to analyze and 
understand complicated financial problems, and there is cre- 
ated a condition where they are largely helpless to help them- 
selves. Hence, when committees and other groups appoint 
themselves to protect the security holders, disclosure of the 
facts regarding those protectors is inadequate for protection 
of investors. Prospective purchasers of securities have, by and 
large, a real choice, to buy or not as their judgment dictates. 
To them disclosures of pertinent facts surrounding the offer- 
ing is of great value. But in these default situations, the case 
is different. The investor already holds the securities, his 
investment has been made, his choice is drastically limited. 
He must take some action to protect his interest and the only 
avenue open to him is the particular dominant committee that 
enters the field. These self-constituted committees or groups 
who set themselves up as protectors of the investors frequently 
have palpably conflicting or adverse interests. Furthermore, 
they take unto themselves broad powers under deposit agree- 
ments and proxies which at times are oppressive and uncon- 
scionable. Nevertheless, if these committees who register under 
the Act state the whole truth about themselves and their 
powers, the Commission is helpless. There is no power to 
refuse to qualify as committees those who have even obvious 
and shocking conflicts of interest. There is no power to curtail 
or to delimit in the public interest and for protection of inves- 
tors powers which committees may take unto themselves. 
There is no power to supervise the conduct and activities of 
committees during their lives. In other words, though the 
registration statement contains no misstatements or non-dis- 
closures of material facts, committees may continue to operate 
under oppressive agreements and to cause security holders 
untold mischief. It will be small comfort to investors to know 
that those who control their destinies are incompetent or 
faithless fiduciaries. The condition in the reorganization field 
is made particularly acute by reason of the fact that not 
only does the Commission have inadequate control over these 
committees, but such control is lacking in many situations by 
any other agency. Noteworthy examples of this are reorganiza- 
tions in state courts, voluntary reorganizations, municipal debt 
rearrangements and foreign debt readjustments. 

‘This means in substance that so far as committees are con- 
cerned the basis for regulation must be broadened so as to 
require not only the disclosure of relevant facts but also to 
eliminate material conflicts of interest and unconscionable 
practices which exist in spite of full disclosure. Significant ad- 
vances can only be made if there is a re-analysis of the validity 
of certain of our present techniques for handling these com- 
plicated financial situations. An inventive liberalism is the 
only safeguard against regression or smug complacency. 

In connection with the reorganization situation, there 
is growing recognition of the need not only for more effective 
control over those who undertake to act as fiduciaries for the 
security holders but also for administrative assistance in the 
reorganization procedure. Prior to the present depression, 
reorganization was an art known, in large measure, only to 
the select banking fraternity and to the select financial bar. 
The depression has brought a new realization of the im- 
portance of reorganization processes. They are not new. They 
have merely been more generally appreciated and understood 


by the many rather than the few during the last five years. 
These processes have been in the hands of financial adven- 
turers, and those with special interests, to serve too long for 
the comfort and safety of investors. 

When a company collapses the fight for control is on. 
The management and its banking allies who have been in 
control of the particular industrial empire naturally will fight 
tenaciously to retain that control. Control of any one of 
these industrial empires is a rich prize. It may be realistically 
and accurately described as the ultimate spoils of reorganiza- 
tion. Those who acquire that control have not only power 
but rich emoluments in the form of salaries, underwritings, 
trusteeships, depositaryships, valuable contracts, and the like. 
These spoils belong to the victor. Many of them, of course, 
are wholly legitimate. Some of them are not. Thus, a manage- 
ment which, through negligence, recklessness, or unfaithful- 
ness has brought the company into insolvency, is interested in 
keeping the past a closed book. Disclosure and discovery of 
these facts might lead not only to loss of prestige but to liti- 
gation wherein legal claims for damages or for an accounting 
will be asserted against the group formerly in power. It will 
thus be to the self-interest of these groups at times to stifle 
all investigation, to attribute the failure to a world-wide de- 
pression and to cyclical trends and thus to save face. When 
factors such as these enter, the objectives of reorganizers be- 
come incompatible with the objectives and interest of inves- 
tors. It will be to the interests of investors to oust faithless 
and incompetent managements and to restore to the treasury 
of the corporation assets unlawfully subtracted. It will be to 
the self-interest of those in power to see that that is not done. 
This is only one illustration; there are many others. Thus, 
those in power may be dominantly interested in the equity. If 
they can keep control over the reorganization, they may well 
be able to prevent that equity from being wiped out or ma- 
terially diluted. 

These phenomena are not new. They are long-standing 
features of the reorganization system. But those interested 
in strengthening capitalism and protecting property rights are 
coming to the conclusion that in these reorganization situa- 
tions, the control which management and its banking allies 
have over these industrial empires should be broken and placed 
in the hands of representatives of the investors. If that control 
is not broken at that time, it may never be. For the bureau- 
cracy of management is in many respects worse than possible 
bureaucracy in government; bureaucracy of management, by 
and large, is self-perpetuating by reason of control over the 
proxy machine. The management, except for unusually critical 
periods, can resist any wave of protest and opposition and 
remain in power. 

Thus the trend is towards providing a larger degree of 
democratization in these proceedings. So that investors and 
their representatives will have a chance and an opportunity to 
assert themselves, to make their views felt, and to participate 
in the proceedings, the power formerly possessed by the domi- 
nant groups must be placed in the courts. Only by such a move 
can the increments of value inhering in that control be ap- 
propriated for investors rather than exploited by finance. But 
this raises intensely practical considerations. These reorganiza- 
tion situations are exceedingly complicated. A degree of ex- 
pertness is necessary for their proper handling. The manage- 
ment and the bankers had this degree of expertness. It may 
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be too much to expect the courts to develop it, at least over- 
night. Furthermore, the courts frequently do not have the 
necessary time to spend on these complicated questions. Ac- 
cordingly, there is a growing recognition of the need for 
administrative assistance to the courts in these situations— 
administrative assistance which would not usurp power from 
the courts but would aid the courts in performance of their 
onerous and burdensome reorganization functions. Such ad- 
ministrative assistance would also make it more certain that 
a democratic process would work. It would supply direction, 
force and stability to that process. The need for protection 
of investors in reorganization makes insistent some such move. 
On an evolutionary basis it may be that eventually we will 
have administrative agencies in charge of the whole reorgani- 
zation procedure. But at this stage I think it is far more 
important and less hazardous to follow traditional methods 
and to keep control in the hands of the court; and at the 
same time to strengthen the procedure by implementing the 
courts’ powers with administrative assistance. This would not 
be a wholly new adventure for government. Government is in 
reorganization at the present time since it supplies the court 
machinery whereby reorganizers can work out their difficulties. 
In a realistic sense, the government has long been vitally 
concerned with the reorganization process. The addition of an 
administrative technique, though novel at first blush, is merely 
a natural development in the direction of enabling the govern- 
ment, always an interested party, to do its job well. 

I have mentioned the surpassing need for more effective 
control over certain phases of finance than can be supplied 
by disclosure. This is not restricted to the reorganization field. 
Another current example is afforded by the results of the 
Commission’s recent study of trustees under indentures. Trust 
indentures, as you know, are convenient adjuncts to finance. 
This device of mortgaging or pledging assets with a trustee 
for the benefit of security holders developed during the last 
century. The practice of using such instruments of finance 
has increased so greatly that a recent report indicated that 
the total cutstanding volume of notes and bonds under which 
only national banks of this country acted as trustee exceeded 
eleven billion dollars, and it is said that that total might be 
increased over three-fold if all trust companies were included. 
But to date, the powers, duties and responsibilities of the 
trustees towards the scattered beneficiaries of these trusts have 
been largely determined by the private contract between the 
trustee and the issuer expressed in the mortgage or indenture. 
This contract has been inadequate from the viewpoint of the 
public interest and the interest of investors. Issuers have re- 
served more and more powers to themselves; trustees have 
immunized themselves more and more from any real respon- 
sibility. The consequences have been serious. Instead of inves- 
tors having a vigilant and watchful trustee, they have in 
effect had nothing but a stake-holder who has not been 
solicitous of their interests. Furthermore, the situation has 
been accentuated by reason of the corroding influences of 
conflicts of interest of the trustee. Frequently, the trustee 
has been in a competing creditor position as respects his bene- 
ficiaries. When that has occurred, history has it that the 
trustee frequently has feathered its own nest at the expense 
of its beneficiaries. Furthermore, the trustee has frequently 
had such close affiliations with or interest in the debtor that 
it has been stilled into inaction. Those and similar conflicts 





of interest caused a degeneration to set in, so that the use of 
the word “trustee” was, in many situations at least, a mis- 
nomer. Investors who thought or who would be justified in 
thinking that the prominent trustee whose name was displayed 
on the prospectus would protect them in case of trouble fre- 
quently have been disillusioned. Not only the Commission but 
also other students of the subject, including forward-looking, 
progressive and responsible trust officers, have concluded that 
a new and different approach to this subject must be made 
and that mere disclosures of the powers, duties and interests 
of the trustee is insufficient. There is recognition of the fact 
that these contracts which the trustee and the issuer make 
are in a broad sense affected with the public interests; that 
the conventions of the parties alone cannot determine what 
should be included or omitted; that there should be added 
to the drafting table, so to speak, a third person representing 
the public interest and the interest of investors. In other 
words, there is currently an insistent demand that new ad- 
ministrative tools be supplied to rewrite these significant con- 
tracts so that the public interest and the interest of investors 
may be protected and enhanced. 


These three problems I have mentioned—protective com- 
mittees, administrative assistance to reorganization coufts, and 
trustees under indentures—will be treated specifically in 
recommendations of the Commission to the Congress next 
week. These recommendations will entail development of ad- 
ministrative controls along the lines I have indicated: first, 
power of the Commission to prevent persons from acting in 
a fiduciary capacity as committee members if they have ma- 
terial conflicts of interest or if they take unto themselves 
prescribed powers which history shows are oppressive and 
unfair; second, power on the part of the Commission in some 
cases and a duty on its part in others to intervene in federal 
reorganization proceedings and lend its assistance to courts 
in reporting on plans and in acting on other matters pertain- 
ing to the administration of those estates; and third, power 
of the Commission to condition the contents of trust inden- 
tures so that trustees acting thereunder will assume a more 
active role. These three developments constitute current recog- 
nition of the fact that the base of administrative action must 
be broadened if government is to keep abreast of current 
financial problems and provide greater assurance that finance 


will effectively serve the public interest and the interest of 
investors. 


These matters indicate that only a pragmatic approach 
to government will supply the efficient and effective control 
necessary to harness financial power for the broad benefit of 
industry and to prevent it from being exploited for the selfish 
advantage of finance. They also suggest that no abstract con- 
ception of administrative powers will suffice; that the form 
and nature of these powers are and will be indigenous; that 
their utilitarian rather than their theoretical characteristics 
are and will be dominant. No formalism can stand in the way 
of that advance. With this approach it is not necessary or 
likely that these administrative functions will enslave us. 
Rather there is confidence that these agencies will be as much 
the champion of our liberties as the courts. 


True it is that administrative agencies are young and 
occasionally suffer from the irrationality of adolescence. But 
they are controlled and controllable. The first significant con- 
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trol is the legislature to whom they report; from whom come 
their powers; and who can restrict or restrain them through 
alteration or change in their powers or through curtailment 
of their budgets. In the eyes of legislatures they are not 
inviolable. In final analysis such forces make them generally 
responsive to the current of political thought. The second 
significant control is the factor of judicial review, which all 
will agree is necessary and desirable. The increasing tendency 
of the judiciary is one of tolerance and reasonableness; a recog- 


nition of the fact that while the individual must be protected 
against abuse and oppressive arbitrary action, the administra- 
tive agency must be afforded ample opportunity to move 
constructively towards the objectives determined by the legis- 
lature. Within this framework, the administrative agency can 
grow and develop, not for the purpose of acquiring and re- 
taining powers which will enslave free men but to the end 
of taking effective action to make free a nation otherwise 
enslaved by economic forces. 


Toward a Balanced Budget in 738 


MESSAGE TO CONGRESS 
By PRESIDENT FRANKLIN D. ROOSEVELT 
Washington, Apr. 20, 1937 


message of January 5, 1937, I said that I would trans- 
mit at a later date an estimate of the appropriatien for 
work relief for the fiscal year 1938. In connection with this 
estimate it is desirable to review our present fiscal situation. 

Budget estimates made last December indicated a net 
deficit for the current fiscal year of $2,248,000,000. They 
also indicated a net surplus for the fiscal year 1938 of $1,537,- 
000,000, exclusive of any provision for a work relief appro- 
priation. 

On the basis of these estimates, therefore, an appropria- 
tion for work relief for the fiscal year 1938 of any sum less 
than $1,537,000,000 would have left at the end of that year 
a budget in balance. 

Since then, however, new factors have so altered the 
fiscal situation as to make it necessary to present revised 
estimates of receipts and expenditures. There is attached to 
this message a statement’ showing the present estimates 
for the fiscal years 1937 and 1938 as compared with the 
estimates in my budget message. A glance at this statement 
will show that the principal factors is the decline in tax 
receipts below our previous expectations. 

The analysis of returns received in March, 1937, under 
the new tax law indicates that income taxes will produce 
$267,200,000 less than the former estimate for the fiscal 
year 1937. The receipts for the first nine months of this 
fiscal year indicate that other revenues will be $337,000,000 
less than the estimate, which is due in large part to the 
obstruction of collections by numerous lawsuits against the 
government. 

In view of the reduction in revenue, it became apparent 
that every effort should be made to offset this loss as far as 
possible by a reduction in expenditures. To this end I have 
directed the heads of various government activities to make 
a careful examination of their expenditure requirements for 
the last three months of the present fiscal year with a view 
to making substantial savings by eliminating or deferring all 
expenditures not absolutely necessary during this period, the 
money so saved to revert to the Treasury. Information thus 
far available indicates that the 1937 expenditures will prob- 
ably be $295,000,000 below the estimate of last January. 

The amount of the net deficit for the fiscal year 1937 
is therefore estimated at $2,557,000,000, an increase of 
$309,000,000 over the January estimate. 


- O THE Congress of the United States: In my budget 


For the fiscal year 1938 it is now believed that receipts 
will be $387,600,000 less than was anticipated last January, 
the reduction of $410,000,000 in the estimate of income taxes 
being slightly offset by increases in other receipts. 

Pending the enactment of the 1938 appropriation bills 
it has been impossible to make any material revision of the 
estimates of expenditures for that fiscal year other than for 
recovery and relief. 

The revised estimates of receipts and expenditures for 
the fiscal year 1938 as here presented indicate an estimated 
net deficit of $418,000,000. There is included in the estimates 
of expenditures the $1,500,000,000 for work relief hereinafter 
recommended. 

I propose to use every means at my command to eliminate 
this deficit during the coming fiscal year. I expect to accom- 
plish this by taking definite action at the beginning of the 
next fiscal year (1) to withhold from apportionment for 
expenditure in so far as possible with due regard to proper 
functioning of the executive departments and agencies a 
substantial percentage of the funds available for that year, 
and (2) to increase the receipts of the Treasury through the 
liquidation of assets of certain of the emergency agencies. 

I regard it as extremely important that we should achieve 
a balance of actual income and outgo for the fiscal year 1938, 
and I appeal to you to join me in a determined effort to 
bring about that result. 

What I have said is predicated on two highly important 
conditions. The first is the extension of existing taxes which 
expire this year. The second is the maintenance of appropria- 
tions made at this session within the total of the budget 
estimates. An increase in appropriations would, of course, 
nullify our efforts to prevent a deficit in 1938. 

And while I recognize many opportunities to improve 
social and economic conditions through Federal action, I am 
convinced that the ‘success of our whole program and the 
permanent security of our people demand that we adjust all 
expenditures within the limits of my budget estimate. 

I emphasize here what I said last January with respect 
to our future fiscal policy: 

“Expenditures must be planned with a view to the 
national needs; and no expansion of government activities 
should be authorized unless the necessity for such expansion 
has been definitely determined and funds are available to 
defray the cost. In other words, if new legislation imposes 
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any substantial increase in expenditures either in the expan- 
sion of existing or the creation of new activities, it becomes 
a matter of sound policy simultaneously to provide new 
revenue sufficient to meet the additional cost.” 

Bills being pressed for enactment during the present 
session would commit the government to early expenditures 
of more than $5,000,000,000. About $3,000,000,000 of these 
authorizations are for the construction of additional public 
works, even though there are existing authorizations of al- 
most $2,000,000,000 for this purpose. In the budget for the 
past three years, I have set up a program for general public 
works and have often said that such a program should be 
kept within the limit of $500,000,000 a year. An annual 
program of this size should meet normal needs for highway, 
flood control, rivers and harbors, reclamation, Federal build- 
ings, and other public works. 


I recognize the need for flood prevention and control, 
but it should be realized that to finance such large immediate 
expenditures as are contemplated by the majority of the 
flood-control bills now pending in the Congress would im- 
pose an unjustifiable burden upon the Federal Treasury. 


Bills involving additional authorizations of more than 
$500,000,000 for highways have been introduced despite the 
fact that expenditures for this purpose during the last four 
years have exceeded one billion dollars and that there are 
existing authorizations for expenditures during the next two 


years of nearly $450,000,000. 


The maintenance of a sound fiscal policy requires the 
careful planning of authorizations as well as appropriations. 
It is impossible to maintain the proper balance between 
revenues and expenditures unless restraint is exercised with 
respect to authorization and appropriations. 


It is a matter of concern to you and to me who are 
working for a balanced budget, that so many special groups 
exert the strongest pressure to bring about increases in 
government expenditures. They pay little attention to the 
fact that the budget, as submitted, represents a coordinated 
fiscal program and that material departures therefrom de- 
stroy the whole purpose of the program. If we are to avoid 
a continuation of deficits, we must resist these importunities 
or provide the necessary revenues to meet the increasing costs. 

It is a matter of common knowledge that the principal 
danger to modern civilization lies in those nations which 
largely because of an armament race are headed directly to- 
ward bankruptcy. In proportion to national budgets the 
United States is spending a far smaller proportion of govern- 
ment income for armaments than the nations to which I refer. 
It behooves us, therefore, to continue our efforts to make 
both ends of our economy meet. 

It has become apparent that there is an immediate need 
for a careful survey of the present tax structure. The 
Treasury will be prepared by November next to present to 
the appropriate committees of the Congress information as 
to such loopholes as may exist in the present revenue laws, 
and suggestions for such new or additional taxes as may be 
necessary to meet deficiencies, if any, in the revenue-producing 
power of the present levies. This will permit these commit- 
tees to study such information and suggestions for the pur- 
pose of proposing early in the next session of the Congress 
legislation necessary to remedy defects in the present tax 
laws. 

I recommend that an appropriation of $1,500,000,000 
be provided for work relief for the fiscal year 1938, and that 
it be made available early in June so that its expenditure can 
be properly planned prior to July 1. 











Revised Estimated in Revised Estimated in 
1. Estimates, 1938 Budget, Estimates, 1938 Budget, 
Fiscal Year Fiscal Year Fiscal Year Fiscal Year 
General and Special Accounts— 1938 1938 1937 1937 
I, RECEIPTS: 
EE We nn cs 4 pias ape ease A $6,243,000,000 $6,648,432,000 $4,549,000,000 $5,189,020,000 
MONS GN ER OR ok ob os ob doe we Ray d ae OOS UbS Oe 463,000,000 463,000,000 465,000,000 446,800,000 
PUSAOSLUMOOUG DODEIING oii ak oss 6 ses ioe a ee es 200,000,000 182,175,197 210,000,000 192,330,719 
I oso lok tices tet inn ds ees eke $6,906,000,000 $7,293,607,197 $5,224,000,000 $5,828,150,719 
Il. EXPENDITURES: 
1. Legislative, judicial and executive............ $ 41,000,000 $ 41,344,300 $ 41,344,300 $ 41,390,550 
2. Civil departments and agencies ............. 712,000,000 708,392,178 650,000,000 649,538,698 
3. General public works prigram.............. 440,000,000 451,108,963 300,000,000 318,590,000 
A Ti CII ig ack a 0a nd nisnsntcows 953,000,000 980,763,000 840,000,000 $87,881,080 
5. Veterans’ pensions and benefits ............. 570,000,000 577,524,000 570,000,000 580,771,465 
Sen en SO; cc” eeteae be 3 asoeenaeas 559,000,000 563,500,000 
6. Agricultural adjustment program ........... 524,000,000 482,400,000 518,000,000 467,610,000 
7. Civilian Conservation Corps ................ 350,000,000 (1) 379,000,000 368,000,000 
i WI ore ee, 286,000,000 295,974,000 186,000,000 174,637,500 
Old-age reserve account ................. 540,000,000 540,000,000 225,000,000 225,000,000 
9. Interest on the public debt .................. 860,006,000 860,000,000 840,000,000 835,000,000 
WR a a EP a nce bho alae Rs AI sanioncomS 53,000,000 52,946,900 44,000,000 48,203,100 
TEs Pee OE WOTINE oc bic. Ssoins ce serge aie 1,820,000,000 (2) 316,030,913 2,630,000,000 2,166,157,100 
12. Supplemental items ..............2...e.000: 175,000,000 TS ea okey 750,000,000 
Total expenditures (exclusive of debt re- 
WEES xcatckc cokavesée fis ecceacass. $7,324,000,000 $5,756,848,254 $7,781,000,000 $8,076,279,493 
III. Net deficit (d) or net surplus (s).............. (d)$ 418,000,000 (s)$1,537,122,943 (d)$2,557,000,000 (d)$2,248,128,774 


(1) Funds for continuation of the Civilian Conservation Corps are included under “supplemental items.” 
(2) To be increased by any amount appropriated by Congress for recovery and relief for the fiscal year 1938. As 


indicated in the message, it is hoped the amount will not exceed $1,537,123,000. 
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“It Is a Small College, But There Are 
Those Who Love It” 


WHAT THE SUPREME COURT PROPOSAL MEANS FOR EDUCATION 
By GEORGE B. CUTTEN, President, Colgate University 
Before Annual Colgate Alumni Banquet, N. Y. C., Apr. 5, 1937 


law, but as one interested in education, and conscious of 

inestimable and valuable services which can be rendered 
through education to any country and especially a country 
which claims to be a democracy. Education, being a state 
function, has not come in contact with the Supreme Court 
through acts of Congress but principally through state legis- 
lation which has finally been brought before it. May I 
refer briefly to three cases? 

The celebrated Dartmouth College Case was of such far 
reaching significance in its fundamental legal aspects as to 
be a constant source of reference even today. You will remem- 
ber that the original charter of Dartmouth College was 
granted by George III in 1769. The control of the College 
was vested in twelve trustees and the board was self per- 
petuating. In 1816 the legislature of New Hampshire changed 
the charter so that the control of the College was vested in 
eleven trustees appointed by the legislature itself. In ensuing 
litigation the State Supreme Court sustained the legislation, 
but the Supreme Court of the United States reversed the 
decision and restored the former trustees. To education, the 
primary significance of this decision was that it settled the 
status of the college and protected its rights against the 
felonious designs of the New Hampshire state legislature 
which practically cancelled its charter and made it into a 
state university. The Court saved the private institution of 
learning, and over and over again have been repeated by men 
like ourselves, who have been nurtured in a small college, 
Daniel Webster’s thrilling words as he pleaded before the 
Court, “It is a small college, but there are those who love it.” 

In the second case, Meyer vs. Nebraska, the state legis- 
lature, impelled and motivated by misguided patriotism dur- 
ing the world war, prohibited the use of a foreign language 
as a vehicle of instruction in an elementary or secondary 
school, and the teaching of any foreign language in an ele- 
mentary school. Of course, German was the target; the 
legislatures of Ohio and Iowa passed similar laws. In hold- 
ing this law unconstitutional the Supreme Court saved educa- 
tional institutions from cramping and devastating restrictions 
and gave them a freedom which is necessary to obtain the 
best results. 

The third: case was that of Pierce vs. The Society of 
Sisters of the Holy Name. The State of Oregon had passed 
such legislation as to demand the attendance of all children 
between the ages of eight and sixteen at the public schools 
during the time the schools were in session. This, in effect, 
meant the destruction of all church and private schools in 
that state. While the second and third cases applied to 
elementary and secondary schools the principle involved was 
equally applicable to colleges and universities and meant 


i N ADDRESSING you, I do so not as one versed in the 


eventually a secession of all private institutions of all grades. 

The first and third cases saved the independent schools 
and colleges. While no one acquainted with education in this 
country can deny the great service which the public schools 
and state universities have rendered to this nation, it is 
equally apparent that the independent schools and colleges 
have rendered an equal if not a greater service. Long before 
the state universities were present even in transient dream, 
such colleges as Harvard, William and Mary, Yale, Prince- 
ton, Brown, as well as the smaller colleges, were pouring 
a vast contingent of men into the learned professions and 
enriching the life blood of the nation. 

Nor is their mission ended; from the nature of state 
universities they are confined in their work to routine and 
tried methods and curricula. Any advance in education, any 
experiment in methods or curricula, any new ideas to be 
tried must be the work of independent schools and colleges. 
For example, any plan such as the Colgate Plan, the Chicago 
Plan, or similar new and progressive plans can only be 
carried through to a successful conclusion by private institu- 
tions. The state schools are not permitted to engage in such 
innovations. You will remember that the one outstanding 
recent attempt at experiment at a state university was started 
at Wisconsin and was of short duration—too short to be of 
any value. 

All independent schools should fear any innovation in 
the Court, which has been the fortress protecting alike the 
individual, although weak, and the school, although otherwise 
defenceless. States differ in their educational needs and de- 
mands, and education as a state function is strongly defensible ; 
any Court especially appointed to approve one kind of legisla- 
tion could just as easily be appointed to wrest education from 
the states or from private control. Those interested in private 
or church education can ill afford to have any tampering with 
the Supreme Court. 

But more important, even, than the independent owner- 
ship of the school, is the liberty in teaching. The Court has 
ruled on this. Colleges must be free—the truth cannot be 
annihilated. False doctrine dies of its own malignancy if 
allowed to face the sunlight. Only by being forced into the 
darkness can the false be kept alive. Independent ownership, 
independent control, independent teaching, independent dis- 
cussion, and independent conclusions are imperative. We 
must not have any packed teaching profession in a land dedi- 
cated to freedom. It would not be difficult, however, to picture 
a Court selected to approve special legislation, frowning upon 
teaching which was not in accord with the special approved 
legislation, and we might even picture a Congress dominated 
by one who wished this special legislation passed. A fettered 
school would be as useless as a packed Court. 
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But we must go a step further. Education has always 
been concerned with a certain quality of life; in fact, quality 
of life has always been more important that quantity. America 
has committed itself to the same ideal. When, as an infant 
nation, it was willing to sacrifice the lives of its citizens in 
order to have freedom, it indelibly stamped the quality brand 
upon its citizens. Later the states warred because, again, on 
each side quality of life was deemed superior to quantity. 
In the last war we went in with a slogan containing a high 
if somewhat mistaken ideal, but again we were willing to 
sacrifice quantity of life for the sake of a life of high quality. 
Quality of life comes only by one means and that is suffering 
—happiness, idleness, ease and lack of worry and care are 
the harbingers of degeneration and decay. 

To contend that the Supreme Court should be changed 
because it refuses to interpret the Constitution in such a way 
as to guarantee ease, idleness, and carefreeness to every or 
any citizen, is to defeat the very purpose to which education 
and, I believe, the state have dedicated themselves. The past 
few years have seen throughout this nation the quality of 
character deteriorate because of the attempt to shower bene- 
fits upon people which they did not earn and consequently 
by which they were unprepared to profit. Comfort is no 
vehicle for character. 

To wish to change the Supreme Court because it delays 
progress is to misunderstand the nature of progress. There 


are no emergencies in progress. Progress—real progress—is 
always slow. God cannot change the world in four years. 
God is a reactionary, he hasn’t an open mind. If he really 
were openminded and progressive, I suppose by this time all 
girl babies would be born with curly hair, hair-line eyebrows, 
vermillion lips, and purple tingernails—no! He is a reaction- 
ary, the girl babies are born the same as they were ten 
thousand years ago. If He were progressive the boy babies 
would be born with one shoulder lower than the other so 
that when they grew up they could more conveniently lean 
on a shovel. No! Rushing in where angels fear to tread has 
never been considered the highest exhibition of wisdom. It 
takes a long time for a large group of people to get ready 
for even a minor change, especially a change which lightens 
burdens, without quality deterioration. Haste in reform, in- 
stead of being beneficial, is almost always destructive. From 
the standpoint of education, and from the ideals of the state, 
there is nothing the Supreme Court could do which would 
be of more value than to caution, if not impede, impetuous 
haste. 

The Supreme Court changes its personnel through nat- 
ural causes; by this means it also changes its united or 
majority opinions and these changes come about as rapidly 
as the people are enabled to adopt them without injury to 
the quality of life, and surely as quickly as administrative 
machinery can be organized to initiate and to control them. 


Education and Mother Government 


BY HAROLD W. DODDS, President, Princeton University 
Before Princeton Alumni Dinner, New York City, Apr. 9, 1937 
[Abridged to include subject-matter of general interest only | 


college find themselves in much the same disturbed state 

that our early ancestors experienced before they were able 
to rationalize their relation to an unpredictable world. To a 
youth in college the unfolding world is bound to be terra 
incognita, exciting but strange. For the present generation 
the situation is particularly confusing. They have intelligence 
to see that the world is under strain and they realize that 
this strain is not fully understood by their elders. On the 
other hand their elders realize that the comforting law of 
inevitable progress, which set the tone for society before the 
war, has been exploded, but are at a loss to present to troubled 
youth an integrating principle to replace discredited optimistic 
faiths. Like early man, youth today are buffeted by forces 
which they cannot explain. Moreover, a young man in college 
is in a biological stage characterized by mental growing pains 
which he is unable to diagnose. He is bewildered by his own 
developing powers. Repeating the experience of our prehis- 
toric ancestors, he is a stranger to himself. Nor can he turn 
to the gods of mythology, as did ancient man, to rationalize 
his perplexities. The familiar external controls of the family, 
the church and social conventions which, however arbitrary 
they might have been, once operated for stability, are ques- 
tioned if not discarded. 

In such circumstances, is it strange that young people 
should show signs of panic, that they should appear intolerant 


I HAVE often thought that young people in school and 





and impatient toward the older generations who are held 
responsible for their difficulties? Is it surprising that they 
should strive to integrate their subjective world by revolt 
against the world that is? How can young people be made 
to understand and master unfamiliar forces, both external 
and internal, as strange to them as were the physical elements 
to primitive man? 

This is the endless, unsolved problem of education. 

There are those who have cocksure answers. But such 
answers, when analyzed, resolve themselves into some form 
of indoctrination which is merely another word for propa- 
ganda. On the one hand are those who hold that we must 
train youth for a new social order, a planned society, where 
collectivism is to replace the profit motive, whatever that may 
be. Those in this group are confident that they know the 
specifications of a new and better social order and are de- 
manding that the schools impregnate impressionable youth 
with their doctrines. On the other hand are those who think 
that time can be made to stand still, that the status quo can 
be held unaltered or some earlier and more desirable social 
condition restored if the colleges will declare a quarantine 
against new ideas and mold the minds of their students as 
one would mold a clay figure in an empty room. 

Both sides are in serious error. Consider what is being 
done in Russia and Germany. There youth are being com- 
pelled to concentrate on a regimented education, which drills 
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them to repeat dogma but punishes them if they show signs 
of thinking for themselves, excellent training for a parrot, 
but offering no hope of social stability and destructive of 
those personal qualities which a democracy demands. 

These opposing schools of thought present the old ques- 
tion in a new guise: Is education propaganda or enlightenment? 
Is the liberal arts college to teach what to think or how to 
think? If I read their spirit aright there is no doubt about 
the answer—and their answer contains one hope, possibly 
the only hope, for the stability of our tomorrows. 

It is no secret that the dominant political drift of the 
world today is towards statism. We are told by various 
schools of reformers to unload our troubles in the lap of 
Mother Government and everything will be all right. It is a 
profitable doctrine for politicians. Just turn over your worries 
to us, they say, let us have the power we need and we will 
plan and arrange your life to give you more of this world’s 
goods and relieve you of the burden of responsibility for 
yourself. Whether you call it fascism or communism makes 
no difference. They are alike in this. In return for a promise 
of the millenium they exact eternal servitude to the state. 
Thus emerges the one-party state—all embracing, with a 


‘holy function that justifies any and all means necessary to 


sustain its power, no matter how ruthless its measures may be. 

The disquieting fact today is that millions of common 
people have been made to believe that by surrendering their 
personalities to glib politicians or egocentric dictators they 
can enjoy heaven on earth. They have forgotten what despo- 
tism means. 

In saying this I am not minimizing the prominent role 
which government inevitably will play in modern industrial 
society or the need for capable, trained and courageous pub- 
lic servants, in contrast to the demands of an earlier day 
when manufacture and trade were local, and agriculture the 


chief occupation of the nation. But the growing power of the 
state raises a question calling urgently for an answer, and on 
the answer depends the future of liberty in this country. 
Shall government be merely the Great Adjuster of conflicting 
interests under popular control (a task of vast proportions 
imperfectly performed as yet}, or shall it become an omnipo- 
tent Great White Father to whom we shall look for food 
and clothing and who will tell us when to work and when 
to play? 

Lest we think the answer too easy, let us remember that 
popular government is less than two hundred years old and 
that it is still on trial. We may well ponder whether democ- 
racy is at best a temporary deviation from the normal, an 
interlude between eras of autocracy, a vain ideal? Does it 
demand more of human nature than human nature is able 
to carry? Are human beings happiest in the long run under 
a Great White Father, which being interpreted means 
despotism? If the answer is yes, then democracy is a disease, 
an aberration, to be cured as quickly as possible. In the past 
the genius of America has refused to accept such diagnosis. 
Our creed has been that democracy is not only possible but 
desirable, the only form of government which will in the 
long run satisfy the self-respect of self-respecting people. 
But can we be sure as to how the future will decide? Our 
colonial forefathers knew that democracy was a risky busi- 
ness, but from their study and wisdom they worked out an 
answer, and their answer is still valid today. They believed 
that education was the only sound basis of freedom. So, in the 
words of one distinguished colonial graduate of Nassau Hall, 
they sought to erect “educational establishments” which 
would concentrate upon the advancement of learning and the 
instruction of youth “in the learned and foreign languages, 
the useful arts, science and literature” that the blessings of 
liberty might endure. 


What World War Will Mean for Us 


AND WHAT WE CAN DO ABOUT IT 
POLICIES AND ALTERNATIVES, ECONOMIC AND POLITICAL 
By JAMES D. MOONEY, Vice-President, General Motors 
Before American Academy of Political and Social Science, Philadelphia, Apr. 17, 1937 


nomic policies should be in the actual event of 

another world war is not a very inspiring task. As 
I see it, no economic policy that we might adopt in that 
event, even the very best and soundest that the mind could 
conceive, would do much more than mitigate the economic 
woes that would be sure to result from so great and so 
devouring a catastrophe. 

We consider the Devil outside his territory when he 
quotes Scripture, and we usually expect the businessman to 
stick to his expressions of prices, discounts, deliveries, costs, 
and profits. But I pray you to indulge me with one short 
quotation from Shakespeare, because I consider it so per- 
tinent to any present discussion of international affairs, par- 
ticularly economics and war. 


. N ATTEMPT to create an outline of what our eco- 


“Life,” said the bard of Avon, “is a tale told by an idol, 
full of sound and fury, signifying nothing.” 


If Shakespeare had lived during the period from 1914 to 
1937, I wonder if he would have considered this utterance 
strong enough to describe the political insanities that have 
been perpetrated during the last twenty-three years: the 
world war; the so-called peace treaty of Versailles; the 
world-wide repudiation of international obligations; the uni- 
versal hocus-pocus of paper money and inflation; the curse of 
economic nationalism; the universal rage to sell without buy- 
ing or to buy without paying; and, finally, the present com- 
petitive and feverish race in armament building. 


These, then, are the high-lights of the present world 
picture, and for this picture “nationalistic insanity” is not 
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too strong a term. All of these things might seem to imply 
that our modern civilization, consciously or not, is actually 
planning its own destruction. 


Let us have no illusions, if and when the next world 
war comes, as to what it will be like. In its destruction of 
life and property it will surpass the World War of 1914- 
1918 by an even greater measure than that war surpassed 
all previous wars in history. And the same wiil be true of its 
economic cost. The greater destruction of life and property 
in the next war is assured by the ominous progress in the 
development of new and deadlier weapons during the last 
twenty years. Its greater cost in national debt burdens is 
assured by the same development, because every advance in 
military efficiency seems always to be paralleled by a corre- 
sponding growth in military costs. If the last war very nearly 
ruined the warring nations, the next war may do so utterly. 
Such a debacle could only result in a gigantic and universal 
social upheaval, with bloody class war and revolution the 
only possible outcome. 


It might be urged that the reasonable certainty of uni- 
versal destruction, if we have another world war, is our best 
insurance against war. True, it should be, but present na- 
tionalistic insanities give us no such assurance. When nation- 
alistic hatreds and ambitions are aroused, each country al- 
ways blames the others, self defense is and always has been 
the universal justification, and no one ever counts the ulti- 
mate cost. 


But the question I am about to propound does not con- 
cern, except most indirectly, the fate of the warring nations. 
It concerns primarily our own nation and our own welfare. 
The great question, from the standpoint of American in- 
terest, is what our economic policies should be in the event 
of another world cataclysm. What policy would be most 
likely to safeguard our national interests? 


Judged by their economic results, there is no escape from 
the fact that our war and post-war policies were bad, very 
bad, for us. This may be the reason why, in our grouping for 
a solution, isolationism is gaining many and prominent ad- 
herents. 


Isolationism in this sense means exactly what the term 
implies, namely, that we shall not have any trade or other 
contacts with any warring nations, and that we shall not 
permit them to have any trade with us. The theory behind 
this strange proposal seems to be that all international fric- 
tion grows and of necessity must grow out of contacts. Hence, 
if such contacts were eliminated, there would be no further 
danger of such friction, and, therefore, the nations that prac- 
ticed isolation would have the assurance of future peace. 


The trouble with this Utopian doctrine is that it proves 
too much. If peace through isolation is the main considera- 
tion in human relations, why limit it to contacts between 
nations ? Why not extend the same doctrine to contacts within 
nations, and even to contacts between individuals? Then 
indeed we would have peace—the peace of the dead—for 
in that case most of us would starve. 


This doctrine appears to be twin-brother to the present 
rampant economic nationalism. In the case before us, the 
application of this doctrine by any nation would immediately 
kill all trade between that nation and any other nation that 
might happen to be at war. If such a war happened to be 


another world war, the effect of this policy on any would-be 
hermit nation that might resort to it may be imagined. 


With isolationism eliminated, there would appear to be 
no recourse save to some form of neutrality. But what form? 
The question, therefore, centers not on neutrality as such 
but on the find of neutrality that would best serve our 
national interests in the event of another world war. 


All experience proves that the role of a neutral nation, 
in a predominantly belligerent world, is, to put it mildly, a 
difficult one. The very word “neutral” implies non-aggres- 
sive impartiality, the most difficult of all things in itself. 
This is increasingly true according to the number and de- 
gree of contacts, financial and commercial, that the neutral 
nation may have with the belligerents on either side. There 
is in fact little that any neutral nation can do, in its con- 
tacts with any belligerent, that the other side would not pre- 
vent if they could. The only reason this fact was not imme- 
diately in evidence in our own record as a neutral, during 
the World War, was that only the belligerents on one side 
were in a position to make any effective protest. Here we 
perceive the usually decisive advantage, in any war, of an 
undisputed command ef the seas. 


What we did, in the guise of a neutral, in furnishing 
material aid to one set of belligerents, is a part of the war 
record. How easy it was for the Allies, on the other hand, 
to render impossible any similar service to the Central Powers, 
provides the other side of the picture. 


As the war progressed, Germany and her allies got no 
war munitions from us, for the best of reasons—her ad- 
versaries commanded the seas. Likewise, for the same reason, 
she got nothing directly from us of any kind whatsoever. 
I should have said “directly or indirectly,” for it turned out 
that nothing produced by us, meaning not only war muni- 
tions but foodstuffs and other non-military supplies, could get 
into Germany, even by way of a neutral country, if the 
adversaries of Germany had any suspicion of its ultimate 
destination. This is not said in criticism of these other na- 
tions, Germany, in similar circumstances, and with similar 
opportunities, would doubtless have done the same. It merely 
illustrates the point that, in war, neutrals, in dealing with 
any belligerent nation, possess no rights whatever that the 
warring nations on either side may not obliterate, if they 
are powerful enough to do so. 


It is obvious, from our own record as a neutral in the 
last war, that neutrality, as hitherto practiced, is useless as 
a means of relief for non-warring nations against economic 
strain or loss. Isolationism, now being advocated, would be 
even worse than useless. 


Based on the experience of the last war, there seems to 
have grown up the strange doctrine that neutrality can mean 
only one thing and can never mean anything else. This doc- 
trine may in its essence be thus stated: Jn war, only bel- 
ligerents have rights; neutrals have none! 


In the case of neutral nations, smaller and weaker than 
either belligerent, this doubtless will always be true. But 
why should we, potentially if not actually the most power- 
ful of nations, consent to such a doctrine? A belligerent 
nation, however powerful it might be, would certainly think 
twice before it attempted to coerce such a neutral, or dared 
to violate its neutral rights in any way. 
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Is there any policy for the United States, as a non- 
warring nation, that could be trusted to conserve our 
economic interests in the event of another world war? I be- 
lieve there is, and although I present this policy with all hu- 
mility, I feel that it contains the germ of a worthy answer. 

What I advocate is arming for neutrality, just as other 
nations are now arming for war. And I would advocate mak- 
ing just as thorough a job of it. To be specific, I would ad- 
vocate the building of a navy powerful enough to give us 
recognized freedom of the seas. So much for the general prin- 
ciple involved. 

The essence of American economic aims and policies 
for the impending world war might be summarized as fol- 
lows: 


(A) Drastic discouragement and prevention of exports 
that will not be paid for. 

(B) Steady maintenance of exports that will be paid for. 

(C) Insurance of a flow of imports of the raw ma- 
terials and processed goods needed to maintain our 
industries and standards of living—and to enable 
payment for our exports. 


In war times, the greater importance of imports re- 
quires special emphasis, for then it may easily come to pass 
that any impediment to the inflow of goods from abroad may 
imperil our very means of life. In a productive sense, no na- 
tion is ever self-contained. I refer not only to products like 
tea, coffee, and silk, which, by reducing our standards of liv- 
ing, we could probably do without. I refer also to critical 
materials such as tin, rubber, and nickel, which are at all 
times vitally necessary. I refer, furthermore, to those mate- 
rials which may seem of minor importance in themselves, 
such as manganese and antimony, but without which many 
of our major industries could not function. A supply of 
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these materials must be maintained by a modern industrial 
people as a matter of sheer self-preservation. 

I have indicated what our basic economic aims as a neu- 
tral should be in the event of a general war. To attain these 
aims I would add two measures of national policy that are 
imperative to insure freedom of the seas for America, and to 
keep open the channels of overseas trade so essential to the 
functioning of our own internal economy: 


(D) We must begin at once to develop a merchant 
marine that can undertake to keep open the trade 
channels for the necessary exports and imports. 

(E) We must begin at once to build up our navy, so 
that it will be strong enough to command freedom 
of the seas for the American merchant marine. 


As a political corollary to these measures I should add 
that we ought to stop telling the world that we won’t fight 
under any circumstances. And certainly no nation should be 
encouraged to interpret our neutrality measures to mean that 
we will not protect such overseas trade as is vital to our 
domestic economy. 

Inasmuch as we have a very inadequate merchant marine 
at the present time, due largely to governmental policies that 
for years have starved and discouraged American ship-build- 
ing and shipping, it is quite likely that the opening of a 
world war would find us wholly unprepared to keep our trade 
channels open with our own ships. Since it will take years to 
build up our navy and merchant marine, I would suggest a 
secondary defense: 


(F) We must carry substantial stocks of the critical 
imported raw materials, such as rubber, antimony, 
nickel, and tin. 

(G) We must have ready a “substitutes” program for 
such critical raw materials, as a defense against 
any possible interruption in the flow of such ma- 
terials from abroad. 


The policies outlined in the foregoing constitute, in my 
opinion, the essence of what our national plans and purposes 
should be in preparation for the event of another great war. 
Briefly, the general aim of these policies would be to mini- 
mize the effects of such a world war on our standards of liv- 
ing in America. 

To our friends, the moralists and internationally-minded 
politicians, who would have us defend some political prin- 
ciple or ideology abroad, I would say that my own observa- 
tions over the past twenty years have convinced me that these 
ideologies have been used principally as a means of grasping 
and consolidating power. 

To this I would add the age-old maxim that charity 
begins at home. I can think of no finer balm to the consciences 
and sense of moral principles of American political and eco- 
nomic leaders than could be provided by the knowledge that 
they were doing their utmost to protect the great mass of their 
fellow Americans from hungry bellies. 

Whether there will be another world war during our 
time, or when it will come, I do not even pretend to be able 
to say. But certainly, in the face of the strong possibilities of 
such a war, it would be stupid of us not to generate such dis- 
cussions as these, in order that we may be prepared for the 
catastrophe, at least with a basic philosophy from which we 
can develop our expedient decisions. 
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